Chapter 8: Income from Business 


able in USD, any increase decrease in the liability (before repayment) due to 
m d ` 


new inst a loan y ; 
radar dos ees will be added deducted in the cost of factory: 


Answer-i2 
Ru 
Tax gain / (loss) TY 2029 7.500.000 6 aN 
Consideration received S [7,800,000 * srenoss (S " 250) 
Less: Tax written down value w- 1 009.821 
Income from business vr 
(W-1) 7,500,000 
- of vehicle (2027) (7,800,000 x 15*6) 5.5500 
MU mcn (2027) 375,000 
i i (2028) (6.375.000 x 1550 956.250 
77 c: 5,418,750 


The cost of a personal assets treated as scquired by the business shall be the fair market value of the asset 
determined at the date it is applied to business use. [S.76(3)] 


Any er-id 
Same as Answer-35, . 
Answer-45 
Income from Capita! Gain 
u Ru 
Consideration [360,000 900,000) x 940,000] [S.77(5)] 376,000 
Less: Cost of purchase (410,000) - 
Sculpture 2 
Consideration [540,000 900,000) x 940,000] [S.77(5)] 564,000 
Less: Cost of purchase (475,000) 
Gain / (loss) 89,000 
Taxable income 89,000 
— om 


Answer-46 
(a) For “Turnover” definition Refer Section 113(3) 
Following persons are required to pay minimum tax: 
. a resident company 
* permanent establishment of a non-resident company 
. an individual having tumover of 100 million rupees or above and 
. an association of persans having turnover of 100 million rupees or above. 


1 

@ ble under Normal Tax Regime (NTR Rupees 
Taxable income 100,000 
Income tax on above (Table 1) (763,000 - 35% x 2,100,000) " KT 

" i endian ".- 

Gross sales (120,500,000/1 18) x 100 

Tax us 113 @ 1.2596 on Rs. 102,118,644 a W 
Tax liability of GC (higher of A and B) 1,500,000 


r renn > 
* cha [et € —— 


qu i er l 
R 
T ioni (Table 1) (765,0 E 
Income tax on 000 3504 x 2,100,009) 6,100,000 
— — 

E - A 1,500,000 
rw (110,000,000/118) 0p 
Asthe turnover of oc is less than Rs. 100 million, so minimum x wil sey he 9220339 

applicable B s 

Tax liability of GC 


1.500,000 


r-47 

— person 22 rh. —— tax year, may in writing, to the Commissi : norma 
tax year and the Commissioner may allow him. The Commissioner shall a rue 3 > 
tax year only if the person has shown a compelling need. The C repel aa not 
giving permission. An order of change in tax year shall take effect from Ius day of the normal 

ii A person - mia pel à change in the person's method of az ie ret a 
approve application if change is necessary to reflect the person's ine ncome 

" * * i 8 1 j 

Business". If a person's method of accounting has changed, the — sopa — 


and credit, so that: 

. no item is omitted and 

. no item is taken into account more than once, 
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PRACTICE QUESTIONS 


Question-1 
Mr. Qasim has prepared the following profit and loss: Rs. mill. Rs, mill, 
Sales 25 
xperises 10 
Les: E ) 
Salaries - 
Penalty paid to government 6 
Repair 2 — 
Depreciation = : 
Add: Other income i 
Gain en sale of furniture — 
— 


Net proſit 
G) — Tax depreciation is Rs. 4 mill. . 
di) Tax gain on sale of furniture js Rs. 5 mill. 
(Hi) Lo tax was deducted on salaries of Rs.4 mill. 


Calculate taxable income? 

2 a resident individual, His income statement for the year ended 30 June 2021 shows an accounting profit 
before tax of Rs. 2,000,000, after taking into account the following iteras: : * 
Leer E 1,100,000 
Salaries expense ti) 2,000,000 
Purchase of computer saftware 900,000 
Loss on the sale of a compuler 10,000 
Other expenses 1,000,000 
Income 8 

Gain on sale of office building 1,200,000 
Bad Debt recovery 50,000 


Unless stated otherwise, Mr, Noor paid for all the expenses through crossed cheques and tax was deducted and 
deposited as required under the lew, 2 
i — Salaries expense consisted of six months’ salary of a worker, at Rs, 33,000 per month, paid in cash. 
iL Noor purchased computer software at a cost of Rs. 900,000 on | March 2021, The useful life of the 
software is estimated to be five years . 
iii, ^ Other expenses include: 
- Electricity bills of Rs, 700,000 paid in cash 
- Professional tax paid at Rs, 200,000 to the Gove i ble 2n 
irrespective of the income of the company tive ot Pos T Me uot 
- A fine of Ks, 50,030 paid for violation of i i Exchange 
Sale of Pak (SECP) the regulations issued by the Securities and 
iv. Fixed assets used for business 


nually 


— — 


= Written down TWDV on 30 Ju 
value » 
^ 2 on 2020 of the 
2021 assets sold on 31 
March 2021 


oe —̃ 
[Computers 1 -1 100,000 
— . 100,007 30,000] 
ERES" — 
ote — — — 
Other inſormation 


The cost of the building sold was Rs, 800,000 
@ nd — 8 — è ey bad debt claim of Rs. 200,000, the Commissioner allowed a deduction of 
. 180,000, ended 30 June 2021, He recovered Rs. $0,000 fr s of Rs 
200,000. . $0, om the above amount of Rs. 
ü) ^ trading liability of Rs. 240,000 was allowed in the tax year 2015 Howe 
remained unpaid, the Commissioner disallowed it in the 8 year 2019 "The sid wong lit "i pr 
paid in the tax year 2021. j * 
Required: 
Compute the taxable income of Mr. Noor for the tax year 2021, 


Question-3 
eia doing the business of selling pesticides and has provided you following details for accounting year ended 
(I) Allamounts are stated in thousands of Rupees ('000 
(2) D 8 profit after income tax for the year ended 30.62021 is Rs.10,500. Income tax is 
(3) Cost of sales include: 

Expenditure of Rs.9,600 was incurred for in-house development and creption of a new process for 


the faster formulation of pesticides. The process has been used by Riaz since | May 2021, On the 
that the process would be obsolete in three years, 


basis of the production manager's report 

therefore accounting books show an expense of: (1/3 of Rs.9,600) 3,200 

Depreciation charged in the accounts 1,125 
(4) Administration expenses include: 165 


ram expenses Incurred in defending the title M are 2 
i i c ecc 
egal costs incurred in defending Riaz for a affi nei S ond 


P ^ ; ing less than Rs.100 each 
urchases of items of furniture costing Poly af the c y. Purchases of such items in July 


accordance with the consistent accounting 750 
2020 amounted to 
(5) Selling and distribution expenses include: 1,600 
0 Salary of sales staff on which tax is not ded 
6) Other income includes: h were allowed as a deduction 250 


tten off in prior years whic 


pense payable which was allowed as 8 deductible charge in the income year 


Recoveries against bad debts wri 
(7) Creditors include Rs. 900 rent ex 


(8) — 30 June 2017. 
Xed assets x2 ine which hid not previously been used in Pakistan 
() mm the tax year 2020, a second-hand ep me major renovations required before the machine 


was imported from the UK for Rs. 2.57 menissioned far use in the tax year 2020. In 
: machine could not Be oF leted and the machine wes 


could be used in the business, the mé Rs. $76 were comp 
— ‘asic er sees gew h 02 The renovation cost of Rs.576 has been Included in 
commissioned for u 

the Cost of sales’. 
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2020 were: 
(ii) The tax written down values ef the fixed assets on! duly 2,500 
Factory bu ldings 8.200 
Office buildings 9.500 
Plort 2nd machinery 400 


Motor vehicles 
Furniture 
(iii) ^ One of the office buildings (cost Rs.5.0 
2021 for sb. h The accounting profi 
"Other income”. 
(iv) Aden motor vehicle was purchased an 1 Ju 
Reqnired: 
Compute the taxable income of Mr. Riar 
the computation for TY 2021. 


350 
down value Rs.3.200) was sold on 30 June 


ten 3 s 
00 and tax wt he sale of the building has been included in 


t of Rs.1,045 on t 
Jy 2020 for Rs.2,600 


for the relevant tax year piving clear explanations for the items excluded in 
ur Ul = 


Mr. Wheels is engaged in the selling of motor cars, The following information is available for the accounting year 
ended 30 June 2021. a 

(I) — Accounting profit fur the year ended 30 June 2021 is Rs. 20,000,000 
(2) Deductions charged in the accounts include: 


Rupees 
inti 6,000,000 
(i) Accounting depreciation M 
(%% Danaticn tea relief fund established in Pakistan by the Federal Government 700,000 
j (4) — Miner additions to plant 300,000 
(3) Income shown ir the accounts includes: 
6,095,000 


PEN Accounting profit on the sale of n building 
(Hi) ^ Received against s deli written off in the tax year 2020, which was then not allowed as 
a deduction against taxable income 175,000 
(4) Fixed assets 
(Ð — The tas written down values of fixed assets on I July 2020 were: 


Buildings 13,800,000 
Furniture and fitting 1,570,000 
Plant and machinery 2,700,000 
Motor vehicles 2,500,000 


(i) A deluxe moter car was purchased on 1 January 20121 for Rs. 6,000,000, for the Chief Executive. 
(iii) One af the buildings (cost Rs, 10,000,000 and lax written down value Rs. 7,000,000) was sold on 30 
June 2021 for Rs. 15,000,000. 
(iv) Au item of second-hand plant, noz previously used in Pakistan, w 
L , was imported from Japan at a cost of 
Rs. 3,500,000. Rs. $00,000 was incurred on the installation of the plant, which was commissioned for 


use on | 202 è t 1 2 
é = m ND 021. The Rs. 500,000 installation cost has been shawn as revenue expenditure ia 


Creditors include 
ti) Rs, 3,000,010 payahle in respect of 2 
ended 30 June 2017. The Rs 3,000,000 


" which amount was alowed as a deduction i 
2 * : pepe against repair expense mur ö — 
5. 8,000,010 received in cash fi j iis 
3 tam Carsales Associates, a customer, as an advance payment for the 


the taxable income of Mr, Wheels for 
bod give char remonte the relevan tax year under the appropriate heads of income. YOU! 


ans foc i = 
dem excluded in the computation of taxable income. 


Chapter &. Income trom Business 


estion-§ 
Mr. Waqar is engaged in the business of selli . 
January 2021 to 31 December 2021 are as rods Pharmaceuticals and its summarised nccounts for the period from 1 


Sales Notes Rupecs 
Cost of sales 98,000,000 
Gross profit, —— I (69,500,000) 
Less: Administration expenses 25,500,000 
Less: Selling and distribution expenses 2 6,900,000 
Less; Financial charges 3 4,750,000 
Less: Write offs 2,230,000 
Less: Income lux 4 300,000 
5 1.100,000 
(15,300,000) 
Add: Other income 13,200,000 
Net profit 0 1,650.000 
The following additional information is provided- — 
Cost of sales includes; 
(i) ^ Accounting depreciation, 5 rm 
(i) Travel fare paid in cash 300.000 
(ii) Donation to a charitable hospital established by a private trust. 300,000 
(2) Administration expenses include: 
Rupees 
(i) Accounting depreciation. 1,650,000 
(i) Legal expenses in case against the business 725,000 
(3) Selling and distribution expenses include a penalty of Rs. 650,000 paid to 2 customer in settlement of a claim 
lor damages under a clause of a contract for the supply of a batch of influenza vaccines. 
(4) The amount comprises: 
Rupees 
Loan given to an employee written off 10,000 
Trading debts written off 222 290.000 
(5) — Income tax represents a payment in discharge of a demand raised by the commissioner on completion of the 
tax audit for the tax year 2020. 
(6) Other income includes: - 
" 8 
(i) Exempt income — pae 
(i) Excess provision for bad debts written back i “ly 
(7) un the period from | January 2021 to 28 February 2021 Waqar incurred expenses on the construction of 
prototypes and trial production activities for a new product aggregating Rs. ee — has been 
debited to the preliminary expenses account and is shown as an asset In the balance sheet as on 31 December 
2021, 
(8) Assets purchased during the tax year were: Rupees 
Fixed assets 17,500,000 
Plant and machinery 15,700,000 
Buildings 12,900,000 
Motor cars 18,750,000 
Furniture 20,900,000 
mM the above assets are new assets except. for the following which has been used previously in 
Pakistan: = ooo 
- second-hand plant casting Rs * 
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(i) ^ The amount for computers of Rs. 20,900,000 is made up as follows: Rupees 
10,900,000 

Computer hardware 10.000,000 
Computer software - Ix 000 

t used by Mr. Waqar in its business 

The computer software was acquired on | November — MAL ofthe software is estimated to be five years. 


chargeable to tax before | Februnry 2022. The normal use aee 
ired te of income, givin, 
Compute the taxable income of Mr, Wagar for the relevent tax year — du arat — 
rensons/explanations for items excluded from the computation of taxa 


(hep =S 5 5  — m — EVO 


Backward working added back in ae. 1363 Which are not allowed by tax authorities are 


Start from sale In this T counting profit, 
ns ng deducted Gon which are allowed by tax authorities are 
. Backward Working 


ae Start from accounting profi 


Net profit Rs. In mill. 
Add: Salaries 18 21½ Z 

Penalty T [S21(g)] 

Accounting depreciation 

Tax gain on sale of furniture 
Less: Tax depreciation Y 

Accounting gain on sale of furniture | l 
Toxable Income — 

2. Forwa kin 
us Rs. in mill. 

Sales 25 
Less: Expenses 


Add: Tax gain from sale of furniture 


Salaries (10-4) 
Repair 
Tax Depreciation 
(16) 
ee 
14 
Rs. 


Taxable Income 
Answer-2 
Mr. Noor 
Taxable Income 
For Tax Year 2021 
Rs. 
m 

Profit before tax 2,000,000 
Add: 

Accounting depreciation 

inadmissible salaries [S.21(m)] (33,000 x 6) 

Purchase of computer software [S.21(2)] 

Accounting loss from sale of wea ) 

Tax gain on sale of computer S 

Tax — on sale of office building — (W. 2) [S.22(13Y4)] 

Fine paid to SECP for violation of law 1(g)) " 

Tax Recovery of bad debt (W-4) [S.29 X. —— 
Less: 

Amortisation of computer software oun x 122366) 

Tex depreciation and Initial Allowance ^ 2o 

Trading liability paid l : 

Accounting gain on sale of office building 

Accounting bad debt recovery 810.625) 
Taxable Income — 


=a ——ð ~—™— 
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items not meluded m the computation of taxable income à 
i — Electricity expense can be paid in cash, so deduction is allow 
ii The amoun of Rs. 200.000 paid as professiona! 


it is neither levied on the profits of the business nor assessed zs a percentage 0^ the basis of profits, 


(W-1) Gsm from the sale of the computer Rs. 
ln proceeds received er 
ux WDV of the computer S009 
Taxable gain N 
(W-2) Gain from the sale of the office building 
Rs. Rs. 
Consideration received 2,000,000 
Cox 2,000,000 
Accumulated depreciation (800,000 - 100,000) £700,000) (1.300.000 
Tax Gain 700.000 
— . 
A Depreciation calculation: 
Office Plant and 
iis Land Buildi C Furniture Machinery Total 
— — . — — 1155 15% 
Gn ne ni ass Ach di Is 
^ en down value 3.000,000 — 1,000,000 — 200,000 300,000 60,000 
Less. Disposal; ; - (100,000) (30,000) à 
z 000,000 900.000 — 170,000 — 300,000 60. 
i 1 I 000 
rotes 3 90,000 51.000 45,000 9,000 195,000 
Cost 


100.000 50,000 


Initial allowance 
5.000) 2 
2 12.500 
75.000 37,300 


Depreciation 2239 


— [—ñ—äĩ̃ 2. 28,125 


Total depreciation and initial allowance 


(W-4) Bad debt recovery: 260,625 
Bad Debt recovered R 
Total bad debts in the tax year $0,000 
Amount previously allowed 2s a deduction 200,000 
180,000 20.000) 
30,000 


—ůů—ů— — 


J tax to the Punjab government is an allowable deduction a 


ya cha ptet S: Income irom Business 


P Mr. Riaz 
Taxable Income 
Tax year 2021 
accounting profit 
r” expense [S.21(a)] 
Accounting amortisation of the cost of new process (Note 3) 
‘Accounting depreciation 
Legal costs (Drawings) [S.21(h)} 
rehase of furniture [S21(m] 
Salary on which tax is not deducted — [S 21(c)] 
Unpaid rent expense [S.34(5)] : 
raum profit on sale of building [S.22(13x¢)] one 3 
Renovation cost of mixing machine [S21(n)] (Note 6) 
Less: n > 
Amortisation of intangible (9.60073) x 61366 5 
Accounting profit on sale ofa building 1.045 
Tax Depreciation and initial allowance (Note 8) ed 
5.465 
18.542 


Taxable Income 


© Items not included in the computation of income 
(1) Legal expense of Rs, 165 in deſendi ig the title of the building is 


course of business. z 


a deductible expense as it is in the normal 


(2) Riaz has received Rs.250 against debts which were previously allowed as a deductible charge. Where any 
expenditure allowed as a deduction is received then the amount received is to be included in the income under 
the same head of income for the tax year in which it is received. Rs 250 is therefore chargezh!z to tax us income 


from business in the tax year 2004. [Recouped expenditure] [S-70] 


(3) Income tax is not deductible. Any tax paid or payable that is leviable en the 
rent was allowed as 2 deduction in she eocouning year ended 30 June 


id for three years from the end of th 
amount is chargeable to tax in the 


deductible charge. [s.21(a)] 

(4) The unpaid expenditure of Rs.900 for 
2017. As the amount has remained unpa 
allowed (30 June 2018, 2019, 2020) the 


profits of the business is not a 


c year in which the deduction was 
tax year 2021 (the first year 


Medals cia Of ibl il ees rm. uo wbere the consideration received on disposal exceeds the 


{5) In the case of the disposal of any immovable proper nim the cost of the propery. 


cost of the property, the sale consideration received is | 
Tax profit on disposal of building 


Sale consideration 
Less: Tax written down value 
Deemed cost 


T Depreciation allowed (5,000 ~ 3.200) 
M profit on sale of building x T 
(6) Expenditure on renovations necessary at the eee 
used in the business is capital in nature and adds 
Added to the cost of the machine. 
Jal allow 


Cost of mixing machine tis 6 
Add: Cost of renovation (Note 6) 


Initial allowance at 25% 
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6,000 


6,000 
(1,800) (3,200) 
1.800 


an asset to render the asset capable of being 


asset. Rs S76 ts not deductible and has io be 


NV Cha ter O. Icon AVI business 
Chapter 8: Income from Business ic ET Se a RE 
3 from the end of the tax year in which the 


Depreciation Motor Furniture Total 
Plant and Factory OMA Vehicle Dept, 
" Machinery ac - 10% 15% 15% 
te of de 15% 
precintion ^ RE. Rs. Rs. Rs. Rs, 
On opening assets excluding 
s 
Wren un vale sso 25 8.200400 ke 
Disposal - = (3,200) 71 — 
9,500 2.500 5,000 40  — 259 
Depreciation — — = 2 = m 
Cost 3,076 né R ate "- 
Initia! allowance (Note 7) (769) =  - = = 9 
Written down value 2307 CORNER UNO — | 
Depreciation 346 — 390 m V 
3,891 
— 
Note: No depreciation is calculated on disposals as these were purchased before 01.07.2020, 
Answer-4 
Mr. Wheels 
Taxable Income 
Tax year 2021 
Computation of taxable income Rs. 
Income from business s 
Accounting profit 20,000,000 
Add: Accounting depreciation 6,000,000 
Donation to a relief fund [S.61 (1)(b)] (Note 3) 700,000 
Additions to plant wrongly included in expenses [S21(n)) 300,000 
Plant installation wrongly included in expenses [S.21(n)] 500,000 
Unpsid lisbility [S34(5)] (Note 4) 400,000 
Unpaid liability — repair [S.34(5)] 1,000,000 
Tax profit on the sale of the building [S22(13(d)] Cote 5) 3,000,000 
Less: Accounting profit on the sale of the building 25033500 
Recovery of a debt previously written off (Note 6) ; 1 75,000 
Tax Depreciation and initial allowance (Note 7) 4,154,250 
5 (10,424,250) 
Taxable income 21,475,750 


Items not included In the computation of taxable income 


(0) Principal amount of loan of Rs.2,600,000(3,000,000-400,000) will f 
unpaid liabilities arc ndded to income which were previously 2 eee roo those 

(2) An advance received by a person from another person which is not paid by a crossed cheque or through a 

banking channel from a person holding u national tax number, is treated as the income chargeable under the 

head Income from other sources" [s.39(3)). However, the Provisions of s.39(3) does not apply to an 

advance payment for the sale of goods or supply of services [5.39(4)). No adjustment is, therefore, required 


in the computation of income for the Rs. 4,000,000 rece} 
advance payment for the sale of cars, 
Notes: 


ved in cash from Carsales Associates as an 


(3) Rs. 700,000 paid as a donation is not deductible but Mr, Wheels is entitled to a tax credit calculated under a 


prescribed formula Is. HCN b)]. 


(4) The unpaid amount of Rs. 400,000 for profit on debt (included in 


deduction in the tax year 2017 (accounting year ended 30 June 2017). 


191 


Sundry creditors) was allowed as & 


As the amount has remained unpaid for 


in the tax year 2021 (ie. the first tax year follor; 


ction 
Was allowed, the Rs, 400,000 is chargeable to tax 


Where the consideration received on the disposa del ase, sald three years) IS. 34(5)] 
property 


(5) received is to be treated as the cost, 


The tax profit on the disposal of the building is worked out under 
as : 


Sale consideration 
Less: Tax written down value 
Deemed cost 


Depreciation allowed (10,000,000 — 7,000,000) 


Tax profit on disposal 


As the debt of Rs. 175,000 written off in the tax year 


© Rs. 175,000 is not income chargeable 
0 Depreciation 

Rate of depreciation 

Written down value 

Disposal 

Depreciation 

Additions 

Initial allowance 


Written down value 
Depreciation 


exceeds its cost, the consideration 


Rs. 
15,000,000 
15,000,000 
(3,000,000) (12,000,000) 
2020 3,000,000 
to tax, [S. 70] » Was not allowed as deduction, the receipt of the 
Plant and Buildings Motor 
Furniture Total 
Machinery Vehleles Dept. 
15% 10% 15% 15% 
Rs. Rs, Rs. Rs. Rs. 
2,700,000 13,800,000 ã6½ꝗ½ 2,500,000 1,570,000 
- (7,000,000) — à 
2,700,000 6,800,000 2,500,000 1,570,000 
405,000 680,000 375,000 235,500 1,695,500 
*4,300,000 - 60000 .- 
(1,075,000) . — + 1,075,000 
3,225,000 - 6,000,000 
— = . 900,000 > 1,383,750 


4,154,250 


It is sum of Rs. 300,000 minor additions and Rs. 4,000,000 (3,500,000 + 500,000) 
Note: No depreciation is calculated on disposals as these were purchased before 01.07.2020. 


Answer-5 


Computation of taxable income 
Income from business: 
e profit 
d: Accounting depreciation 
Donation 


Loan to employee written off 
Income tax paid 

Less: Exempt income 
Provision for bad debts written back 
Amortisation of pre-commencement 
Tax Depreciation 


Taxable income 
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Mr. Wagar 
Taxable Income 
Tax year 2022 


18.61 
18.29 
IS. 2100 


2 
k [S.25(2)] 


[S22] 


Rupees 


7,598,000 
300,000 


(5,948,000+1 650,000) 
(Note 6) 10,000 
1,100,000 


550,000 
100,000 


ot 
pape AN x 20%) 600,000 
(Note 9) 15,713,750 
(16,963,750) 
6,894,250 
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»t inclu, in the of taxable income 


Rs. 25.000 and its account head's aggregate 


C) Any expenditure for a r- ere e cte. otherwise it will not be allowed as 


total exceeds RS. 250,000 should be paid through en 
deduction, however travel fare is an exception to this 


therefore is allowed as deduction. [S 20] 


(2) Legal expenses incurred are tax deductible. IS. 200 
(3) Rs 650.000 paid to à customer is expenditure in tlie ordinary cour 

the pay ment is not a fine or a penalty for the violation of any 
(4) — Rs. 290.000 representing bad debt is allowed as deduction 


[S. 20(1)] 
(5) — The Rs. 10,000,000 cost of the computer software 


rule The payment of Rs. 306,000 for travel fare 


se of business therefore allowed, Further, 


jaw, rule or regulation. . : 
being wholly and exclusively tor business, 


is an intangible for tax purposes and has à normal useful 


life of more than one year. An amortisation deduction is allowed in respect of such un — but only if it 
is used in the tax year in deriving income from business chargeable to lax. As the ree en Was not 
used by Mr. Waqar in its business in the year ended 31 December 2021, there can be no deduction in that 


year, [S. 24] 
Notes: 


(6) The donation of Rs. 300,000 to the charitable hospital established under a private trust is not a deductible 
charge, Tax credit under the provisions of s.6I(1b) is also not admissible on the amount paid since the 
hospital is not one that is established or run by the Federal Government ar a Provincial Government or a local 


authority. 


(7) As the provision for doubtful debt is not an expense, therefore reversal of provision is also not an income 


from tax point of view. 


(8) Initial allowance, 


Total cost shown under fixed assets 
Cost of plant previously used in Pakistan 
Cost of software (see note below) 
Eligible for initial allowance 
Initial allowance (2595) 
Note: RS 10,000,000, being the cost of the computer softw: 


Plant and Computers 
machinery 
Rs. Rs. 
17,500,000 20,900,000 
(10,000,000) - 
- (10,000,000) 
7,500,000 10,900,000 
1,875,000 2,725,000 


are, has been considered as a fixed asset erroneously, as 


computer software is considered to bz an intangible for tax purposes, 


(9) Depreciation 

Plantand Buildings Computer Motor Furniture Total 
Machinery Hardware —— Vehicles Dept. 

Rate of depreciation 15% 10% 30% 15% 15% 
Rs, Rs. Rs, Rs. Rs, Rs. 

Cost 17,500,000  15.700,000 10,900,000 125900000 1 8,750,000 
Initial allowance (1,875,000 ) - (2325000) - - 4,600,000 

(W-8) WS 

WD 15,625,000 15,700,000 $.175.000 12.900 000 18,750,000 

: ENCYYLEC7 fmw——- — — — — — 
Depreciation 2,343,750 — 2,452,500 1955000 2.812500 1 1,113,750 
15,713,750 
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Es. 


cr r. ee NI te 
chan 
EU ^ axe md 


ions far S f 
qualions Mr. X is engaged in the business of construction and he obtained 


a aterial on which he paid interest at 12% during the ye 
Mr. Y is engaged in the trading of rice. Ile ei. 25,000 i 
(8 2015. The whole of debt was 350,000 but tax Authorities all ti ry tober hry chal Dind 
Mr. Asghar is in the business of manufacturing toys. He ee darse gione 
— ‘i s 
(m plastic he purchased. On making an carly Payment he received a rli ene iiid 
m Mr. Ali is involved h providing tax Services to corporate Clients, He incurred — expense on the 
ged roof of Rs 12,000 in TY 2012 and this amount was allowed as deduction then This amotai is still 
2 ring in deem ig RU chore on June 30, 2016, 
Mr, Tariq has Textile Mil and he incurred ah expenditure of Rs 300,0 ini 
wW citizens) to use a new machinery. The training scheme is approved hand e 


An automobile company has established a school for the children of its employees and i d electrici 
expense and salary expense of Rs $00,000 on school for TY 2016. pun t 


a bonn of Rs 100,000 for purchase of raw 


rm 


ion 
ja the light of tlie provisions of Income Tax Ordinance, 2001 explain the tax treatment in following independent 
siuations for TY 2016; 
ü An IT company's R & D department, considering the importance of innovation in its field, has 
incurréd an expenditure of Rs 900,000 on research, The research is condected in Australia. 
© Mr. Y before starting business spent Rs 300,000 on feasibility report. He also incurred Rs. 100,000 on 
purchasing of land. 
(m) — Mr Asghar paid salary e 


Asghar's brother for assisting | Ks. IS. O and amount is directly credited in bank account 


in office work 


Asghar himself Rs. 26.000 month and amoum is directly credited in bank account 
Rs, 36.000'month in cash 


is usi hich is taken 
h E i facturing parts of cars and he is using a machinery w 
* e p dle tao tea O 8 2008, Lease rentals rt er ig bag! ba -s 
amounted to Rs. 220,000. His accounting books show a finance charge o $0, 
Req of Rs. 120,000. 
wired: - " 
Explain the tax implications in each of the above independent situations for TY 20 


2001 explain deductibility’chargeability under following 


tion. 
In the light of the provisions of Income Tax Ordinance, 
5 icle of Rs, 700,000. He is confident that he is 


ent situations: 
Ü ^ Mr Ali has a Textile mill for which he purchased a veh sas olTice in 
entitled for an initial allowance. ; nc since long. During the year he has opened an overse rhe 
D mr Abid i riding consultancy services since tong. which he intends to obtain initial allowance 
Spain and y rchased plant for that office worth Rs. 100,000 on forward contract for the purchuse of mw 
(i) Mr Sagib alg pol orae uen company. He ae wee fluctuations, On the date iae —— 
8 2 ss 0 bed by a paymen 
. anes * 3 raw materials but the contract was settled by a pa 
"ar contract, he did no e 2 x % visito Japan. 
" cal manager 5 v l 
tiv) Rs. 950,000, n ness in TY 2016. R5. 800,000 is sore ^ e eee eee 
en Z started construction war, echnical manager to travel 1 Japon or, — 
1 was necessary for the firm's techn ^ t to use on May J. 7 
Rey Rs 2,000,000, The machine was received and it was " 
< . r implications 
Me above are independent situations explain their tax imp 


194 


CamScanner 


Chapter 8: Income from Business 


In the light of the provisions of Income Tax Ordinance, 2001 explain the tax treatment in following independen 
Situations for TY 2016: i iti i 
() Mr X is running a furniture business, He gave Rs. 150,000 scholarship 2 6 for 
,. his technical training in connection with a scheme approved by 8 urced its sida aca of. ao 
(ii) Atlas and Co is a registered automobile manufacturing company. " r of Rs. $55,000 3 of 
shares. The total expense incurred was Rs. 800,000 including the fce pa — the 
company's authorized capital. : 

(ili) Y Ltd has a alia’ business. It incurred repair expense of Rs 12,000 which was allowed as deduction in 
TY 2010. The expense was unpaid till TY 2014 so tax authorities added this amount in income in TY 2014, The 
expense is subsequently paid in TY 2016. 

(iv) The books of M & M leasing company shows a receivable of Rs. 200,000 from Mr. A. The money was 
collected by Special purpose vehicle (SPV) on behalf of M and M. SPV paid M and M Rs. 195,000 after 

commission of Rs. 5,000. M and M is unsure about the treatment of Rs. 5,000. . 
(v) Revenue Ltd. is engaged in manufacturing business. It revalued its building in accordance with International 
Accounting Standards and consequently charged depreciation on the revalued amount. 


C cha (el Oo ene 


aan cording to S. 28(a) a deduction shall be a 


(ii) 


(vi) 


NERIO BASE 


joan is used in business. 

The loan is used for business purpose that" 
According to S. 29 where the bad debt 
e the whole of bad debt and 

e the amount previously allowed as a deduction, 


The excess shall be included under "Income " " 
Following amount is chargeable to tax. from Business" in the tax year in which it is received" 


bad debt reco 
Amount Received Rs. 
Actual bad debts 
Less; Amount previously allowed as deduction 


000 is a 
recovery is greater than the difference band. ena 


wi 


Taxable amount 00 ow) 
As per S.34(5A) where a deduction is allowed for trading liability and deri -— 

the benefit shall be chargeable under "Income from Business" in person derives any benefit against it, 
received of Rs, 20,000 will be chargeable to tax. year of receipt, therefore the discount 


As per $.34(5) Where a deduction is allowed for eny expenditure in “Income from Business” end the 
person has not paid the liability within 3 years of the end of the tax yeer in which the deduction was 
allowed, the unpaid liability shall be chargeable under the head “Income from Business" in the first tax 
year following the end of the 3 years. Therefore Rs. 12,000 will be charged to tax in TY 2016. 

As per S.27(c) a person shall be allowed a deduction for expenditure (other than capital expenditure) 
incurred for the training of a citizen of Pakistan, in connection with a scheme approved by the Board. 
Therefore the said amount is allowed as deduction under the head Income from business. 

As per S. 27 a person shall be allowed a deduction for expenditure (other than capital expenditure) 
incurred for any educational institution or hospital in Pakistan established for the benefit of the employees 
and their dependents. Therefore Rs, 500,000 is allowed as deduction. 


Aniwer-2 


0 


(ii) 


(ly) 


As per $26 a deduction will be allowed for scientific research expenditure in Pakistan wholly and 
exclusively for business. 
As the research is incurred in Australia so Ii is not allowed as deduction. 
Preparation of feasibility study is a pre commencement expenditure as per $29 (100000 1 200 of pe 
straight- line basis at the rate of 20%. So a deduction of exrorication of 4 Der - tpe 
commencement expenditure will be allowed. However purchase of a capital expenditure 
deduction will be allowed in this respect. 1 "IT E 
As per S21 following deductions will not be allowed vlr i: income from Business 
(m) any salary paid exceeding Rs.32,000'month otherw 

a crossed cheque or ó igital means 

- direct transfer of funds tothe employee's bank account or through sg 
(h) any personal expenditures incurred by S» 2 is allowed as deduction. 
Salary to Asghar's brother being paid through 8 personal expenditure. 
Salary to Mr. Asghar is not allowed as deduction being F 52.000 month. Therefore it will not be allowed as 
As salary to Mr. Anjum is paid in cash and exceeds Rs. 32,0 
deduct 


i a person to & bank, leasing 
As M Iis deduction shall be allowed for # u year for Jense rental pald by 
an admissible deduction whereas depreciation and 


rental is 
In case of assets taken on finance lesse, — 
finance charge will not be allowed as deducti 


a 
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Chapter 8: Income from Business 


Answer hicle(other than transpor Vehicle n- 
on read transport ve iele plying 
o 3 M $23 no initial allowance will be alowed Ming 
rom to above provision no ential allowance u 
allowed on vehicle lowed on assets used in Pakistan Accordingly, the company win 
GD — Asper S23 intial — — asect Med outside Pakistan. However normal depreciation A 
be entitled io deduct inmial a 
allowed d business in which a contract for the purchase And sale ofa 
arlet d $ —— 9 settled by actual delivers of commodity ö 
* - " A for stock is nude by a person during mercantile business to guard against los 
e ee fluctuations for fulfilling the person's other contracts for the actual delivery of the 
fored as speculation business : 
30G not included im the definition of speculative business, Therefore, 
Rs 950 600 paid to settle the loro ad contract is an expenditure incurred in the normal course of busines, 
aed is deductible in noemal income from basiness, : ] 
n As per $21 ens expenditure pant of a capital mature is nat allowed as deduction under the head “Inco 
from Business” However degeectation or amortization deductions will be allowed, wae 
The expenditure of Rs, 800,000 incurred solely to secure the purchase of a mixing machine is a capital 
expenditure and is mot deductible. However initial allowance and Sepreciation will be allowed. The cog of 
the asset ts Rs. 2,800,000 42,000,000 - 800,000). Depreciation and initial allowance will be allowed for fuli 
year. 


in be allowed however normal depreciation Will hy 


(ii) 


r 


(i) As pet S 27A person shall be allowed a dedoction for expenditure incurred for the training of a citizen of 
Pakistan, in connection with a scheme approved by the Board. 
Since the scholarship has been granted to 3 Pakistani citizen for his technical training under a scheme 
approved by the Federal Board of Revenue, the expenditure is admissible. The beneficiary of the 

scholarship docs not seed io be an employee of tlie SaNpay er. 

(ti) a expenditure paid of a Capital nature will not be allowed under the head “Income from Business”. 

Therefore the fce pard ot fts. 355,000 to increase Authorized capital is a capital expenditure in nature, hence 
: 4000 — $30,000) being rev in nature is admissible. 
(iii) At per S.3446) where an enraid liability 1s added in income and 9 the liability, 


% Asper S28 the fins A esse? of Rs. 12.000 is allowed as deduction in TY 2016. 
$ amount receivable by the Originsice Sables being the difference between the: 
© the amount Fecetved from Spy (Special Py 


(v) Depreciation is calculned * "hooks of M and M. 


by applying A 
assets has no effect on uš urinen donn ca en down value of asset, Accounting revaluation of 
and will keep on charging d sets. 


Therefore we will ignore the revaluation surplus 
ue. 
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ich ef the expenses ars ix nilona Von the r 
b Which e AL 90 the hzc ofan "deducti 
c) What is the treatment of bad Tecov er ienie eduction Suet 


profit and loss? appearing en tle accounting 
d) What is the tax treatment of discount Teceived from creditors? 
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Chapter 8: Income from Business 


LECTURE NOTES 


Question-1 
Me Asim has provided following data for TY 2021: 
Accounting profit and loss is as follows: 
Sales Vu ( 20 
Less: Cost of sale 2 
Gross Profit m 
Less: Salaries a3) 
Depreciation (5) 
Penalty to Government (3) 
R (17) 
Loss on building sale (4) 
Add: Other income 
Discount received 3 
on sale of furniture — 
Profit before tax d 2 
———— 
Other information: 
1, Tax depreciation is Rs.7 
x Tax loss on sale cf building is Rs.12 
3. Tex gain on sale of furniture is Rs.11 
Required: 
Calculate taxable income for TY 2021? 
Anwer-] 
Profit Before Tex 
Accounting T 
Penalty ^ Gow 
Accounting Loss ca disposal of building : 
Tax gain on disposal 
Less Tax depreciation — i 
— loss on disposal of bu 8 
— counting gain on disposal of furniture E^ 
income — © 
43 
— 


CC Chapter 8: Income from Business 


Section 2: 
Amortization based on 
d 


recintion in the year of alc ~ 


Straight line 


(Ignore residual value) 
" 0 No concep of initial 
a New plant from Pakistan allowance 
b. New o old plant from 
outside Pakistan 
c. Computer 


Where an asset is used partly in 


deriving income from business me WDY of the asset at the time of 


disposal shall be increased by the amount of 
deduction not allowed in the previous years 


The consideration received on 
disposal shall be calculated as follows- 
Arn 
is the amount received un 
disposal of the vehicle; 
Rs. 7,500,000; and 
is the actual cost of 
wiring the vehicle 


Where the cost of passenger 
transport vehicle (not plying for 
hire) is restricted to 

Rs. 7,500,000, 


the consideration shall be treated as the 
cost. 


if consideration received on the 
disposal of immovable property 
exceeds the cost, 

Hint: Extend WDV on dis 

It will be assumed that person has disposed 
of the asset fora Consideration equal 
to the cost of the asset 


If a person exports or transfers 
out of Pakistan a depreciable 
asset used in Pakistan 


ISPOSAL 1 EXCEPTION - INTANGIBLES 


Written down value equals to the cost of the 
intangible less amortisatian that would be 
allowed if the intangible was wholly used 


D 


[Category | Seennrio — 0 00 


i ible i holly 
Any asset where the intangible is not w 
* used to derive income chargeable 
lo tax 


"n^ 
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Chapter 8: Income from Business 


Question-2 Š 

Mr Umer has provided following dats for TY 2021: 

Profit and loss: 

Sele 30 i 

Less: Cost of sale — 

Gross Profit 38 

Less: Expenses 
Salaries (3) 
Depreciation G) 
Repair (1) 
Loss on sale of building (7) 
Fine to Gov. (2) 
Advertisement (4) 
Property tax (6) 
Income tax (9) 

Add: Other income 
Gain on disposal of furniture 8 
Discount received 

Net profit — 9 

Other information: — QU 

l. Initial allowance is Rs,7 


2. Tax depreciation is Rs. 3 
3. Tax loss on disposal of building is Rs $ 
4. Tex gnin on disposal of fursiare Ra d 


Required: 
Calculate taxable income? 
Answer-3 
— | 
ccounting Deprecistion . 14 
Acco ipl orti 
ope tax 2 
. — Rx pila on disposal offariure ; 
Less: e gin on disposal of furniture i H 
— P 
Tabie income . (3) 
(5) 
16 
| 
| 
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Chapter 8: Income from Business 


Rules for Income from Business Numericals — Part A 
Treatment of various adjustments in numerical 


[Sr. | BS [Reem — ^ [Reod id 
UB o — 
E] initial allo 


Owned assets wrongly recorded as Tax depreciation and 
Initial allowance 


penses in profit & loss 


Lensed assets Lease rental paid IS. 
M oss ER 
: i finance 
ag Leased assets acquired (acquired by Tax depreciation 
= 
6 


paying bargain purchase price or 
Provision for doubtful debt 


residual value) 
The amount given in question | Nothing 


Debtor — loss 
Deductions not allowed such as: 
a. Fine to Govt. 
b. Income tax 
€. Salary/month exceeding Rs. 
32,000 per month paid in 
h 


Deductions allowed such as: 
Fine not to Govt. 
1 D peru 0il 
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Chapter 8: Income from Business 


2024 are as follows: 


Question-3 |Class Work] ; 
Sikandar Khan is involved in selling electric goods, Details of his Income for TY 
Income Statement 


Revenue 
Less: Cost of sales 
Less: — Expenses 
Salaries 
Depreciation owned assets 
Depreciation leased asset 
Finance cost on assets Icascd 
Loss on sale of building 
Travel expenses (all paii in cash) 
expenses 
Advance Income tax 


Add: Other income 
Gain on sale of furniture 
Other incame 


Net profit 
Notes to the Income Statement 


Rupees in 000 
25,500 
(3,000) 


21! 


18.416 
— 


i : 
() — Salary expenses include mounts of Rs, 50,000 and Rs. 75,000 per month paid to Sikandar and his brother 


(i) — Tax depreciation and initial allowance on owned assets amounted to Rs. 50,000 and Rs. 60 


(Ul) Lease rentals paid during the year on assets acquired on lease during the year amounted to 


(iv) A building having tax written d i 
1 own value cf Rs, 40 000 is sold for Rs, 90,000. Its cost at the time of purchase 


( ) rniture having fax writien down valu f 5.000 is t*ported HT f 70, 000 
v Fui e of Rs. 3 i Its 
| LU inst à consideration 0 Rs. d 


Cost at the time of purchase was 
(vi) Other expenses include: 


Penalty imposed by the Commissioner for late fil 


Provision far bad debts the purpose of developing a new product, 


Damages paid to a distributor for de 
Electricity bills for home - = 


(vii) Revenue includes Rs. 75,000 recov: ^ 
debt recorded was Rs. 80,000 8883 ae ood 


Required: Calculate his tax liability for TY 2024. 


— 


12,000 


" ; ies ospet of bad de " 
(viii) Creditors include Rs, 6,000 rene payable which wa ee allowed Rs, ritos F 2022, The actual bad 
incarne for the year ended 30 June 2020 was allowed as n deduction, on the 2 T) 
j trual basis, 


against the 


in. ii 


aAA ÁÉÁÁ ÁÁÁ— 98 


Question: [Home Work] 
fit and loss of Mr, X is as follows: 


Pro 
Rs. In mill. 
ed Cost of sale — 
fit — MR 
Gres pro Salaries (all without tax deduction) m 
Entertainment (6) 
Penalty to Government 5 
Utilities pnid in cash (4) 
Amortization (21) 
Depreciation (3) 
Loss on computer disposal (5) 
Token tax (6) 
Repair (1) 
Advertisement (5) 
Gifs to clients 03 
Freight paid in cash (12) 
Add: 
Gain on disposal of building 5 
Net profit — 
Other Information: 


1. Tax amortization is Rs.15 million 
Initial allowance is Rs.12 million 


2; 
3. Tax depreciation is Rs.11 million i 
4 Computer having tax M. D. V of Rs.20 million is exported to Nepal. Consideration received on disposal is 


Rs.25 million and cost at time of purchase was Rs.22 million. * , 
s. Building having tax W.D.V of Rs.30 million is disposed of for Rs, 230 million. Cost at time of purchase 


was R5.150 million. 


Required: 
Calculate taxable income? 
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Chapter 8: Income from Business —— —— M — — IR 


— » Rules for Income from Business Numericals — Part B 


the odii Amounts Wron ly Included in Expenses 
— #2 


Salaries [S.21(c)! 30 
Penalty 10 Government 2 
Accounting amonizatioa ! ~ 
— anger : voa er from busmess so ndd hack, Then it will be 
r - cem m as ible allowance if paid under Zakat and Usher Ordinance 
Tax gain - computer (W-1) 2 Donation U/s 61 Not allowed in income from business so miid hack. Then it will be allowed 
— 2 — — building (W-2) 120 às a lax credit 
ccounti 2 —bulldi H 7 t 
— Pa ing 0$ cue” Not allowed in income from business so add back. No other action 
dex —j— (12) "members, private 
Taxable income — anizations 


(W-1) Tax gain ! (loss) computer 
Consideration received 


Security deposits [t is not allowed in income from business ns deduction so aud back. 
Note: Security deposit may be for lease, mny be for clectricity connection 
£ etc. 


Les: — Tex W l 22 Not allowed in income from business so add back. Deduet at end of 
Tas gai dnd — 2) numerical 
sn 5 [t reme: | Not allowed in income from business so add back. No ether action 
— a ; 
(w-2 T required 
"s -— a me Cost of preparing (These are pre-commencement expenditures) Not nllowed in income from 
ion tone feasibility study | business so add. Now deduct tax amortisntion (22094 
Less: Tax WD V 230 
Cost 
Accumclated depreciation (150 - 
Tax gain / (loss) un 


230 
0m om. Rules for Income from Business Numericals — Part C 
Incomes that may be included in other income 
i Gain on dispasnl of shares 
ii. Dividend income 
iii. Income from property 


iv. Income from other source 
v. Gain on disposal of business land 


Note: All these will be deducted while calculating income from business and willbe — reclassified at 
relevant places using tax rules. 


206 


i96] CamScanner 


im. Chapter 8: Income from Business 
Chapter 8: Income from Business 
tion-6 jExtracted from Chapter 18} 
is a sole proprietor of Mushtag Enterprises 


n ens profit and Jos account donc PN C enpago in the business of manufacturing of different 


Question-§ JF tracted from Chapter 18] various consumer goods under the n 
Mr. Qntecl, a resident individual, is engaged in the masufacturing of ea the records — 
style Qateci Enterprises (QE). The following information has been extracted from the of QE for the financia] 


year ended 30 June 2021. Rupees 

Total tumover pm 
Cost of sales 5,000 
Gross profit ^ 000 
Operating expenses 4.500, 
ot 53 

Finance charges on lesse of machinery : 

Other income — 

Profit before tax EE 7 


Additional information: 
(0) Cost of sales includes: 
* Rs. 45,000 paid as fine for violation of contract with a customer for delay in supply of goods. 
*  eccounting depreciation of Rs. 2,498,940 (including depreciation on leased assets). 
(ii) Opcratmg expenses include: 
* — Rs 450,000 paid for renewal of a licence for fifteen years. 
* vehicle tax paid in cash amounting to Rs. 255,000 for eight office cars. 
* Ks 185,000 paid as security deposit io K-Electric (KE) for replacement of transformer at the factory. 
* Rs 2 collected by KE as advance tax through monthly electricity bills. 
e cas i i i 
ied — poor families amounting to Rs. 64,600 and Zakat of Rs. 1,401,060 paid under Zakat & 
- — x ve ii Motel by the Commissioner Inland Revenue for late filing of annual return of 


* chiertainment expenditure of Rs. 128,000 incurred on arrival of foreign customers for business 


Purposes. 
(iil) Other income includes: 


* Capital gain of Rs. 1,200,000 i 
M from sale of shares of a private limited company. Shares were acquired 
(iv) Lease rentals paid during the year amounted to Rs. 270,000. 


(v) Dirne the year, & wareho 
Accounting „ i" a te Se 


(vi) Tax depreciation for th ideri 

5 33 e tax year 2021 without considering the effect of para (v) above, amounted to Rs. 
(vil) — Advance income tax paid during the year amounted to Rs, 430,000. 
Required: 


Under the provisions of the Income Tax Ordinance made 

» 2001 and Rules comp 
taxable income und net tax payable by 2 n, 
= puyable by or refondsble to QE for the year ended 30 June 2021. (16) 
© ignore minimum tax under section 113 


© Show aff the relevant exemptions, exclusions aud disalowances 


2021. A review of ME's records has revealed the following 


G) 
(i) 


(ii) 


(iv) 


009 
(vi) 


ME employs five salesmen. Rs.40,000 per month 


and selling expenses, Lease rentals paid during the 

f year amounted to Rs.300,000. 
Accounting loss on the sale of patents was Rs 65.000. The tax written down value of these patents at the 
beginning of the year was Rs.430,000 and these were sold for Rs.524,000. Amortization charged to the 
profit and loss account on these patents for the current year was Rs.25,000. 


of the year was Rs.610,000. . 
Accounting depreciation for the year is Rs,580,450. Tax depreciation for the year amounted to 
Rs.456,400. 

Advance tax paid ws 147 was Rs. 200,000. 


Required: E 
Under the provisions of Income Tax Ordinance, 2001 and rules made thereunder, compute taxable income and net 


tax payable by or refundable to Mushtaq for the year ended 30 June 2021. 


Question-7 
Mr. Mubashar, a resident individu v, is engaged in the manufacturing of various consumer goods under the name 


and style Mubashar Enterprises (ME). The following in 


formation has been extracted from the records of ME for the 


i 0X8. 
financial year ended 30 Juge 20X M 
Total turnover 30,000,000 
Profit before tax 2,500,000 
Additional information: å 
00 eee include interest of Rs 35,000 on leased asset and cost of sales includes accounting 
00,000 on leased asset. R : 
(i) rete tale on owned assets is Rs. GM Tar eee for the tax year 20X8 without 
— € of pare of Rs. 560,000 received from listed companies. The amount is net of 
4 . tz T] o! E A e 
i 2 at — pong gy and Zakat of Rs. 100,000 deducted under the Zakat and Usher Ordinance, 
1980. on maturity of lease. The leasing 
(i) On 30 June 20X3. leased machinery was transferred v residual value of Rs. 100,000. The 
company was asked to adjust the — NE deposit agains 
date of commencement of lease was tin Re, 270,000. 
Lease rentals paid during the year amounted 10 enn value and market value of the machinery was Rs. 
On the date of maturi the coe qa n — 
000 respectively. r Rs. 000 
eee, 
the total income, 
Required: «nee 2001 and Roles made thereunder, compute 
Under the provisions of the Income Tax Odi hig "eine year ended 30 June 20X8. (8) 


taxable income and net tax payable by or refunds 
Note: 


* Ignore minimum tax under section of sions and disallowances 
* Show all the relevant exemptions, exe 
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. Chapter 8: Income from Business 


Question-8 
Mr. Turiq has provided you with the following details: 


Sale 

Less; Cost of sales 

Gross profit 

Add: Other income 
Rental income of building 
Gain on disposal of shares 
Dividend income 

Less: Expenses 
Salaries 
Advertisement 
Repair of building give on rent 
Penalty to government 


Required: Calculote his income from business? 


Answer-8 
a 

Net profit 

Add: Repair - Income from property 
Penalty 

Less: — Gross receipt - Income from property 
Income from capital gain 
Dividend Final tax regime 

Question-9 

Mr. Faisal has provided following details: 

Sale 

Less: Repair expense 
Fine to Government 
Interest expense on leased assets 
Accounting depreciation on leased assets 

ing depreciation on owned assets 

Add: Gnin on disposal of shares 

Net profit 

Other Information: 


1) Lease Rental paid is Rs. 13. 
2) Tax depreciation is Rs. 5 
Required: Calculate taxable income assuming: 
a) We start from profit 
b) We start from sale 


esis 


Chapter 8: Income from Business 


fit 
Pm Fine to govt, 
Interest on lease assets 
Accounting depreciation on leased assets 
Accounting depreciation owned assets 


Lease rental 
Me Tax depreciation 
Gain on disposal of shares 
n 
Taxable income 
b) [fwe start from sale 
Income from Business 
Sale 5 
Less: Repair expense 
Rental 
Tax depreciation 
Income from capital gain 
Taxable income 
210 
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Income Tax(Tax pald on business profits in Pakistan or [Not Allowed | 


foreign country) 
Tax paid 
Other tnxos (Professional tax, vehicle tax) [ Allowed | 


E expenditure from which tho tax is collected or deducted E -| Allowed | 
| Tax | L- [ expondituro from which tha tax Is not collected or deducted |——[ Not allowed ) 
deduction || ————--— — Í Purchase on which taxis not | 
l —— J \ | purchase of raw Í Distlowed | —| deducted 
~ material and finished — -| upto ry - —— 
os lower of 207% of total purchase | 


/ Comission [ Yes | [ Fully allowed | 
for 3rd Sch. 
[3 EI 


items 


| orm Ros 
! Entertainment 
[ Within limits }—{ Allowed | 
j Contribution to [ Allowed | if employer has made arrangement 
; [Funds | Unrecognisod Fund of tax deduction 
| d 
i Contribution to Provident Fun | Allowed | 
Recognised Fund 


Penison, Gratulty, i j 
suporanuation fund 50% not al 


[alowed | 


Fine. pen alty aaa of any law, rule 


Not allowed 


Personal 
expenditure 


Section 21 
any amount carried to a reserve fund or capitalized In any way 


profit on debt, brokerage, commission, salary or other 


AOP member remuneration pald by an association of persons to a 
membor of the association ` 


Y - Í (I) and (m) | Separate slide Is attached 


However depreciation or amortization deductions 
Not allowed will be allowed. 
* » — - - 


\ 4 M "—— — 
N | Sales promotion | [ Any expenditure in respect of | | Allowod | /A Actual | 


for d salos promotion, advortisemont x | upto lower 4 — of 
| pharmaceutical h [ot 42 


Saſes to 
un- 
registered 


ETCTEEC j 
a person who Is not 
A= Deduction clalmed, B= Turover, C = Is sales (exclusive of sales tax and 
person who falls to integrate his business Not allowed | " 
Integration with the FBR Not allowed Upto 8% | 


exponditure of Industrial 
Disallowed | —{ (AB) xC | 
rogistored under Sales Tax 
federal excise duty) made to a person who Is not registered under the Sales 
, ^ A - 
" Prepared on Eid day for you |: 


undertaking for sale made to 
upto lower 
of 10% of total deduction 
Act, 1990 
Tax Act, 1990 where sales equal or exceed Rs. 100 milllon per person 
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NCOME FROM PROPERTY 


|. Income from Property [Sec. 15] 

2, Deductions in computing income chargeable under the head income from property [Sec. 15A] 
3, Non- adjustable amounts received in relation to buildings [Sec. 16] 

4, Income of joint owners [Sec 66] 
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Inco™ 
(1) in that year under the head “Income from Property” 


occiipition if: tiu lind óc building, il owner of land or a building as consideration for the use or 
any forfeited deposit 
Definition of Rent: 
0 LAND OR BUILDING includes 
£ Open plot of land rented out 
* —— Landrented along with building : 
o Example of forfeited deposit 


Mr. H went to meet a property dealer and the property dealer showed him a house which Mr. H 
can buy at any time by paying Rs. 1,100,000. Mr. H likes the house. Property dealer said, “if you 
give me advance money of Rs. 50,000, I will not sell this house to anyone“. Mr. H agreed and 
now Mr. H has entered into a contract to purchase the property by paying the remaining amount 
on a specified date. At the time of payment, Mr. H refused to purchase the property. Now 

Rs. 50,000 will not be refunded by the property dealer as per the norms of the business now-a- 

days. This will fall under “Income from property" of the property dealer. 

(3) Any rent received by a person against lease of a building together with plant and machinery shall be 

chargeable under the head “Income from Other Sources". 

(4) Where rent includes an amount received for the provision of amenities, utilities or any other service 
connected with the renting of the building, it shall be chargeable under the head "Income from Other 
Sources", 

Example-1 

Mr. Asim rented out his own house to Mr. Babar against a rent of Rs. 55,000/month. As per the terms 

Rs. 5,000/m is charged against rendering of utility & sweeper services. This Rs. 5,000 is included in 

Rs, 55,000. The actual expenditures incurred by Mr. Asim are: 


Repair of house 2100 
Property tax of house 1,800/m 
Utility bills 1,000/m 
Sweeper wages 


His Income from business in current year is Rs. 900,000. 
Calculate his tax liability? 


h = fro 900,000 
~ income from business 8 
— 1,800 — 1,000) x 12 

Income from other source (5,000 - 1, Pee 
eae CN ooa ER 2 
Taxable income — taxable under NTR 

% x 181,200) 111,240 
Tax payable to government (Table 1) (75,000 + 20% 


(W-1) Income from property (50,000 x 12) 600,000 


Toss Rent 
s: Admissible deductions 600,000 x 1/5) (120,000) 
Pair allowance c. 100 x 12) 25,700 
Pr Operty tax of house — 


Rent chargeable to tax 


— K—— ———————— 
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(4) The following amount of rent will 
Higher of. 

- Actual rent 

- Far market rent 


Enn 
Mr. K is a relative of Mr. O. Mr. O lets out a house to 


A VA ane 


ouse #2 is given on rent lo a 


: H 
m en 


House € 1 
House £2 
Mr. A also earned income 


Answer 
Income from business 
(15,000 - 10,000) x 12 


- Income from other source 
A 3 (18,000 - 3,000) x 12 
- Ps al 

- Income from property me 

Taxable income - taxable under NTR 


Tax payzble to government (Table 1) 
\-1) Income From Property 
(40,000 x 12) 
Howe 2 (70000x 12) 


Less: Admissible deductions (1,320,000 1 8) 


(75,000 - 2006 x 796,000) 


Mr. K at a subsidized rent per month of Rs. 12,000. 
f similar size is Rs. 20,000 per month. For the 
is higher than actual 


However, rent prevailing in the market for the house o 
purpose of rent income under income from property, Rs, 20,000 shall be taken as it 


rer: received. 
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Chapter 9: Income from property 


peductions in computing Income chargeable under the head income from property [Sec. 15A] 


(1) 


(5) 
(6) 


Following deductions shall be allowed under the head 7 
a In respect of repairs to a building, an allow sa sum 2 qo 

Note: Repair allowance will not be allow TT the rent : 

Not: Repair allowance will ant bé it case where only open plot is given on rent. 

plot/land. in case where forfeited deposit is received in case of open 

Note: Repair allowance will i " 

for sale nose in be allowed in case where forfeited deposit is received in case of contract 

b. ——_— paid (or payable) in the year to insure the building. 
c. locgl rate, tax, charge or cess paid (or payable) on 
^ : property or the rent fram the y to any local 
authority of government in the year (excluding i "uk property y 
d. ground rent paid (or payable) for the property; 
Mr. Waseem Akram has a picce of land Shahid Afridi wants 
x : house on that land and 
finally he constructed his own house on Waseem" per " 

the ground rent of Rs.30,000 per vir Shahid ere erke ene Afridi = pay — — 

rent of Rs. 70,000 per month. Now e ree alias m out his — 5 -—— mont d 

be allowed as deduction to Shahid Afridi, NIHIL INANEM DS 

e, any —_ (or payable) on eny money borrowed to ecquire, construct, renovate, extend or 
reconstruct the property, 

f. if the property is acquired, constructed, renovated, extended, or reconstructed with capital contributed 
by the House Building Finance Corporation or a scheduled bank, the 

e * 

g. where the property is mortgeged (or other capital charge), the profit or interest paid; 

h, any expenditure paid (or payable) wholly and exclusively for deriving rent including administration 
and collection charges up to lower of, 

a. actual expense or 

b. 4% of rent chargeable to tax 

i. Legal charges paid (or payable) to defend the title of the property or any suit connected with the 
property in court; and 

j. where there are reasonable grounds to believe that unpaid rent is irrecoverable, an allowance equal to 
the unpaid rent if: 

(i) tenancy was bona fide, the defaulting tenant has vacated the property or steps have been taken to 
compel the tenant to vacate the property and the defaulting tenant is not in occupation of any other 
property of the person, 

(ii) owner has initiated legal proceedings or he believe that legal proceedings would be useless; and 

(iii) Unpaid rent has previously a — and tax has 
been paid on it. 

Where any unpaid rent allowed as a deduction is wholly or partly recovered, the amount recovered shall be 
chargeable in the tax year of receipt. : 
Where a deduction is allowed to a person for any expenditure in deriving "Income from Property" and the 
person has not paid the related liability within 3 years of the end of the tax year in which the deduction was 
allowed, the unpaid liability’ shall be chargeable under the head "Income from Property" in the first tax year 
following the end of the three years (This provision is same 28 S34(5) l 
Where an unpaid liability is taken to income as above and the person subsequently pays the liability, the 
person shall be allowed a deduction for the amount paid in the year of payment (This provision is same as 
$.34(6)). 
Any expenditure allowed as a deduction under this head shall not be allowed under any other head. 
The deductions which are not allowed under the head income from business will also not be allowed under 
the head Income from property. 
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é : 
Non-adjustable amounts received in relation to ipi m. which is not adjustable —— rent, it 
(t) Where the owner of à 3 NN in the tax year in which it was receiv and the 
shall be chargeable under the prome 
following 9 tax years in egual proportion : 
Q) Where an emount which is not adjustable against the 


rent is refunded by the owner to the tenant on 
jon of the 
— the tenancy before the expizy of 10 years, no portion 


amount shall be allocated to the 


tax year in which itis refunded or to any abraten sacan tenant, on termination of tenancy, and the 
G) — Where the owner has refunded non-adesabi din advance less such portion of the earlier amount 


Mr. Baber rented out bis house to Qasim on 1-9-12 at monthly reat of Rs. $0,000. The fair market rent per 


month is Rs. 90,000. In eddition to monthly rent, Qasim also agreed to pay Rs. 28 m puis TY : 
advance. Qasim vacsted the house on 31-I-15. The house was given to new mut x 3 : eus 
monthly rent of Rs. 120,000. The new tenant gave Rs. 900,000 as acn-adjesable is ais 

used to repay Ks. 600,000 ta old tenant. 


Required: 
Calculate income from property for tax year 2013, 2014 and 2015. 


n 
Rental income (90,000 x 10 months) 900,000 
Add: Nonadjustsble — — (600,000 / 10) 60.000 
Gross rent 960,000 
Less: Admissible deductions 
Repair allowance (960,000 x 1/5) (192,000) 
Income from property 168.000 
TY 2014 
pers ouai si — x =4 1,080,000 
: Hustable 100,000 — d 
Gros rent [140,000 
Less: Admissible deductions eb 
Repair allowance (1,140,000 x 1/5) 
Income from property ER 
Ty 2015 —— — 
Rental income (90,000 x 7 + 120 3 
Add: Non-adjustable amount PIS ae 
Received from new tenant 
Less: Already taxed 900,000 
- In TY 2014 (600,000/10) 
In TY 2013 (600,000/10) Peer 
Gross rent —780,000_ 110 _ 78000 
Less; Admissible deductions 1,308,000 
ae (1,308,000 x 1/5) — 
1.046.400 
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Ale 
Continuing from above Example-1, assume i : 
income from property of TY 2018? în TY 2015 only Qasim ten and na new tenant came. Calculate 


' 2015 
Rental income (90,000 x 7 
Add: Non-adjustable amount IS. 16 o) : 630,000 
Less: Repair allowance (630,000 x 1/5) 630,000 
(126.000) 
504.000 
*xample:2 


Example-2 
Mr. A has rented out his house to Mr. H on ! September : 
friendship. Fair market rental of house is ; + 2009 for a monthly rental of Rs. 35,000 due to his 


Rs. 40,000 month "adj 
amount on i September. 2009. He also received Rs, 300,000 as non-adjustable 


Further the house was given on rent by Mr, A to Mr. S on 1 June, 2 
Rs. 45,000 month, Mr. S gave Rs. 500,000 as non. adjustable amount which v 
of Rs. 300,000 to Mr. H who vacated house on 31 May, 2012, 

Required: Calculate Income from Property for TY 2010, 2011 and 2012? 
Snlution 

Tax Year 2010 

Rental income (40,000 x 10) 400,000 
Non-adjustable amount (300,000/10) 
Gross rent 

Less: Admissible deductions 

Repair allowance (430,000 x 1/5) 
Income from property 

Tax Year 2011 

Rental income (40,000 x 12) 4 
Non-adjustable amount (300,000/10) 

Gross rent 

Less: Admissible deductions 

Repair allowance (510,000 x 1/5) 

Income from property 

Tax Year 2012 

Rental income (40,000 x 11) + (45,000 x 1) 
Non-adjustable amount {($00,000 - 30,000 — 30,000)'10) 
Gross rent 

Less: Admissible deductions 

Repair allowance (529,000 x 1/5) 

Income from property 


012 at a monthly rental of 
was partly used to make payment 


Treatment of udvance adjustable against rent , : 
If the advance is adjustable against rent it will be ignored in the question. 


Question * 
ihly rent of Rs. 100,000. As per agreement 
M M NM M du pere rn adjusted against rent of July, August and 


3 i ived on July 1, J 
EM e M me 2 * tent will be paid at the end of cach respective month. Calculate 


Property income for tax year 2014. 


Answer 1,200,000 
Gross rent TY 2014 (100,000 x12) 
Less: Admissible deductions 240,000) 
Repair ROBES (1,200,000 x 1/5) ' 960,000 
Income from property 300,000 because it will be taxed automatically in 3 months 


There will be no separate treatment of Ks. 
being an integral part of monthly rental income. 
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: respective shares are definite 
persons and their and 
ed by mo oF more 


„and 
AOP in respest M 2 year shall be taxable in their own 
froen the Proper 


d E Business" 
hands respectively and mot a AOP * cable under the head “Income from s", 
(2) /— This section shall nct apply in sapang may ry EE by two of more Leger es V ia ee dans 
sag aisia ory eren nable, the y will be consid sad as per the principles of 
ria proper ror delet ad wc, de RES, e wil te computed as per he principles of 
association of persons " 
taxation for AOI 


Income of joint owners [Scc 66] 
(1) Where amy property is own 
ascenainable- 
(a) — the persons shall rot be assessed as an 
(b) — The share of each person in the income 


me from property, then income from 


5 iness and inco 
Exam Note: If AOP is caming both fnt ien E 
property will be taxable in the hands of AOP and not bers. 
For example of section 66, refer Q.1 March : 


MEA DD are joint owners of a house and they have provided the following data: — 
Profit sharing ratio amongst A and B 
Rental income eared from house for TY 2013 3,000,000 
Calculate tax liability for A and B? 
Solution-1 
Mr. A 
Income from property (2,400,000 x 60%) 1,330,000 
Tax liability — A 75,000 - (240,000 x 20%) 123,000 
Mr. n 
Income from property (2,400,000 x +095) 960.000 
Tax liability - B 15,000 + (160,000 x 1525) 39,000 


(W-1) Income from property 


Gross receipt 3,000,000 
Less: Admissible deductions 
Repair allowance (3,000,000 x 1/5) 600,000 


2.400.000 


Example-2 
Qasim and Talha jointly own a house in Lahore. Qasim has 75% share in the house. On 1 July 2015, the house was 
let out at an annual rental value of Rs. 10 million. This amount includes Rs. 100,000 per month for utilities, 
cleaning and security. 


During the tax year 2016, the owners incurred the following expenditures in relation to the house: 


Uulity bills paid to utility c security charges pai 
security guard and cleaning expense: vestis s P 


Lesneepmaum — — —— 


prem 


Required: 
Calculate tax liability of Qasim and Talha for the tax year 2016. 
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The following rents are specifically excluded from Income from property and would be taxable under the head 
Income from other sources: 


neome 


Jacome from Other Source 
Income from property wa, 100,000 x 75%) $25,000 
Taxable income (B) 5,006.250 
Tax Payable to Govt. (Table 1 5,531,250 
) (765,000 + 35% x 1,531,250) 1,300,938 
Income of Talha 
Income from Other Source 
Income from property oe = 175,000 
Taxable income (AL 
Payable to Govt. (Table — 
F (75,000 + 20% x 643,750) 203.750 
Gross Rent 1 a 
Less: Admissible deductions (10,000,000 — 100,000 x 12) $,800,000 
Repair allowance 8,800,000 
Insurance premium (900000 x 175) (1540000) 
Collection charges lower of: 
à ot hargeable rent (4 22 
. "ee rent (4*6 x 8,800,000) 352,000 5,000 
Rent chargeable under NTR (A) Ee 
Share of Qasim (6,675,000 (A) x 75%) (B) 5,006,250 
Share of Talha (6,675,000 (A) * 25%) — (C) 1,668,750 
(W-2) income from other source 
Rent charged for utilitics and security (100,000 x 12) 1,200,000 
Less: Utilities and security expensc . (500,000) 


700,000 


“Income fr 2 


Rent against lease of a building together with plant and machinery. ] 
2. Rent for provision of amenities, utilities or any other service connected with the renting of the building. 


3. Rent from sub-lease of land or a building 
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ICAP PAST PAPER QUESTIONS 


Questlon-T T a) 
What is chargeable to tax under the head “income fram property"? (Q.3(a)September 2002) 

estinn- (2) 
Describe the term ‘rent’ in the context of income from property. (Q.1(a)September 2006) 


Question-3 ; i tenan 
Discuss the provisions of the Income Tax Ordinance, 2001 regarding non-adjustable amount received from a t 


[ (5 

by the owner of a building. (Q.4 (b) March 2009) 
n-4 

(i) Explain the term ‘Rent’ in context of ‘Income from property". en 


(ii) Specify the head of income under which the following amounts would be chargeable to tax: 
* rent from sub lesse of a building. 
* ammount included in rent for the provision of amenities, utilities and any other service connected with 


renting of the building. (02) 
O. Ata) March 2015) 
Question-§ 


Bashir and Jameel jointly own a house in Karachi. Bashir has 75% share in the house. On | September 20X3, 
the house was let out at an annual rental value of Rs. 6,500,000. This amount includes Rs. 186,000 per month 
for utilities, cleaning and security, 


During the tax year 20X4, the owners incurred the following expenditures in relation to the house: 


Utilities, cleaning and securit 
Repair and maintenance 


Insurance premium 


Badr and J thay 1 ; : x 
— amec! have no olher soarce of income. All the above expenses were incurred by them jointly. 
Calculate tax liability of Bashir and Jameel for the tax year 20X4, (10) 


Quen "T (Q.4 March 2014) 
sOCtztes owns a ig Which is on rent. The fol i i . 

- Rent received from tenants iia 2,300,000 

- Depreciation on building under the Third Schedule to i , 

j pes the Ordinance — 


*  Municipallacal gavemment taxes (agreem à 00,000 
the municipal taxes) . ents with tenants provide that tenant should pay 
100,000 


Rent received includes Its.600,000 for three years com i i 
follow accrual basis of accounting and its 1° ome year 5 01 of the current year. ABC Associates 


Required; Compute the income from property of ABC Associates, (Q.4 September 2002) 
— ember 
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year 2022 red by Mr. Sohail on the building during the tax 
Repairs and renovation Rs, 
Property tux 35,000 
Insurance premium 20,000 
Rent collection charges 10,000 


Mr. Sohail also paid a salary of Rs.4,000 per month lo each 
Required: Under the provision of Income Tax Ordinance 
appropriate heads of income for the tax year 2022, , 


ofthe two Security guards at bui Iding. 
2001 calculate the tax liabitity of Mr. Sabhail under the 
(06) 
(Q.4(0) December 2012) 


Question-# 
On 1.7.20X4, Fahim agreed {0 rent out a house to Mirza at a monthly rent of Rs. 180,000 with effect from 1,&20X4 
and received! ane year's rent in advance. Hé also received Rs.00,000 as a security deposit which was partly used to 


repay the security deposit of Rs.400,000 received from the previous tenant In July 20X0 and partly used for 
renovation of the house, 


Fahim also Incurred the following expenses In respect of the above house: 

property tax of Rs, 15,000, 

payment of interest Rs.200,000 to his friend agninst amount borrowed for renovation of the house. 
Insurance premium of Rs. 110,000. 

Rs,5,000 per month for collection of rent. 


are 


Required: Under the provisions of the Income Tax Ordinance, 200} compute the property income of Fahim for tax 


year 20X5 ; (07) 
(Q.4(b) March 2015) 


Questinn-9 

Mr, Amir-ud-din has recently constructed an office complex for the purposes of letting out. As per terms and 
conditions, Mr. Amir-ud-din is also entitled to signing nmownt, which is non- refundable. . u 

For the tax year 20X8 following information has been provided to you for the computation of his income from 
property: 


Rent for the year already received * 3 
Rent for the year though due but irrecuverable 100.000 
Signing amount (non-adjustable, non-refundable) 20.000 
ire tax paid 10 the local authority 50.000 
Lawyer's fee for suit to recover rent 46,000 
Salary of the caretaker who collects monthly rent 200.000 
Insurance premium being 1% of market value of the property 50.000 
2 maintenance expenditure : 
alculate his income from property for TY 20X8. (10) 
(Q.5 March 2003) 
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Questlon-10 . n 

On 1 July 20X8, Zahid rented out his properties as follows: of Rs, 40.000. Zahid received a non-adjustable 
hly rent ; the non-adjustable secunty deposit 


i mont 
w An apartment was rented to Abdul Qadir aa 
security deposit of Rs. 300,000 which was partly tenant in July 
amounting to Rs. 175.000 received from the previous 
repairs of the apartment in February 20X brother are joint owners of the bungalow in the 
A bungalow was rented to a bunk. Zahid and his prs bank was Rs, 6,000,000 which is inclusive of 


20X3. He also spent R5.20,000 on 


(i) ith 
; 0 : 1 rent agreed w ; 000 per month f. i 
Re tonne pes Lau Se aiiis, cleaning and security, Zahid paid Rs. 35 Et 9r Providing 
these services. 
wired: of Zahid for the 
sm the provisions of Income Tax Ordinance, 2001 compute total and M ones i (07 
20X9 under appropriate heads of income, (Q.3 (c) March 2019) 


— Lohs are joint owners (co-owners) ofa bungalow which has been rented out for Be, 99008 per month. 
Required: f above income, in the light of Income Tax Ordinance, 2001, 


Discuss the taxability of Yaqoot and Lohn in respect o o 

(Q.4 (b) March 2012) 

= . P" * (02) 

Explain the term “Rent” with relation to “Income from propeny". — ses 

p m jointly own a building in Quetta. The building has been rented out to a company. Discuss the — 
—— (Q.3 (e) September 2019) 

z imited and acquired a plot of land in hub industrial 


On l July 2021 Farrukh borrowed Rs.8,000,000 from Star Bank L x i 
zone du 6,500,000. He invested rest of the loan in a business venture with his friend. The above loan carries 


i in ei i i ly 2022. 
mark up at rate of 12% per annum and is repayable in eight equal quarterly installments starting from, 01 July 
On el Augus 2021 Farrukh decided to sell plot of land to Zulfiqar Motors for Rs. 10,000,000 and receive deposit of 
Rs. 500,000 from them, On Is August 2021 Farrukh forfeited the deposit on refusal of Zulfiqar Motors to purchase 


lot of land. 0 
On 01 September 2021 Farrukh let out the plot of land to his friend Atif at a monthly rent of Rs, 150,000. He 


received un-adjustable deposit of Rs. 200,000 from Atif and paid $0,000 for levelling the ground, Rs. 62,000 as 
insurance premium against risk of damage or destruction by water logging and Rs. 140,000 against rent collectioa 
charges. Farrukh has paid Rs. 25,000 to a firm of valuer, which determined the annual rental value of plot of land at 


Rs. 2,160,000. 


Required: 
Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute under the relevant 
head of income, taxable income of Farrukh for tax year 2022. (8) 

(Q.4 September 2016) 
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| ICAP PAST PAPER SOLUT IONS 


Anssert 

Followings are chargeable to tax under the head in 

L Any amount received. or receivable by fer b i i 
occupation of, or the right to usc OF occupy, the land or building 333 

2. Any forfeited deposit paid under a contract for the sale of e 

3 d MN ilding receives from a tenant an — . i inst th the 
der in which u ves eee ocd as tent changeable to tax under the head “Income from Propeny" inthe tx 
y received asd the following nine tax years in equal proportion [S. 16(1)] mE 


2 
"Rent" means "any amount received or receivable by the owner of land or n building as consideration for the use or 


occupation of, or the right to use or occupy, the land A : 
contract for the sale of land or a building." [S.15(2)] or building, and includes any forfeited deposit paid under a 


mie 


sw 
‘Rent means any amount received or receivable by the owner of land or u building as consideration for the use 
or occupation of, or the right to use or occupy, the land or building. and includes any forfeited deposit paid 
under a contract for the sale of land or a building. Where the owner of the building receives from a tenant an 
amount which is not adjustable against the rent payable by the tenant, the amount shall be treated as rent. 
The income given in the question would be chargeable as follows: 
* Rent from sub lease of a building shall be chargeable under the head “Income from Other Source" 
amount included in rent for the provision of amenities, utilities and any other service connected with 
renting of the building shall also be chargeable under the head “Income from Other Source™ 


hl 
Income of Bashir 
Income from Other Source [S.15(34)] ((W-2) 1,210,000 x 75%) 907,500 
Income from property (W-1) 1,934,950 
Taxable income — taxable under NTR 2.832.150 
Tax Payable to Govt. (Table 1) (315,000 + 25% x 442450) — 
Income of Jameel 
Income from Other Source [S.15(3A)] ((W-2) 1,210,000 x 25720 2 
Income from » 911.484 
Taxable income — taxable under NTR i 5713 
Tax Payable to Govt. (Table 1) (15,000 + 15% x 147,484) . 
= 000 
Annual gross receipt othersource — (186,000 x 12) — Qus 
Less: Income chargeable under the head Income from s 1268.000 
Less: Receipt relating to next year * 3 928680 
aena chargeable to tax [S.15(1)] B 
À 
— o sugera v m 
Insurance premium 
Collection charges lower of: 25,400 TT 
* Actual charges 142,267 — 5300). 
hear au S f chargenble rent (4t x 3.596.667) (A) __ 357.934 
chargeable to tax 
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Share of Bashir $79,934 (A) x 75%) 
Share of Jameel (2,579,934 (A) x 25%) 
(W-2) Income from other source 
Rem charged for ulilnics, cleaning and security {186,000 x 10) 
Less: Utilities, cleaning and security expense 
Answer-6 
Income from Property (W-1) 
Taxable income 
"^^ I) Incom: 
Rent Received tsis) 


Add: Municipal taxes paid by tenant [S. 69] 


Less: Amount relating to next years (600,0003 x 2) 
Gross rent chargeuble to tax [S.15(1)] 
Less: Admissible deductions 


Repair allowance (2.000,000 x 1/5) 
Property tax 
Municipal/local government taxes 
Answer-7 
Mr. Sohail 
Taxable Income and tax thereon 
For TY 2022 
Income from Other source [S.15(3A)] 


Amounting relating to security guard — (15,000 x 9) 
Less: Amount paid to security guard (4. 000 x2 X 9) 


Income from property (W-1) 

Taxable income - taxable under NTR 

Tax Payable to Govt. (Table 1) (7.3% x 42,000) 
Annual gross receipt 


Less: Income chargeable under the head Income from other source (15,000 x 12) 


Less: Receipt relating to next year 


(B) 1,934,950 
(C) 614,984 


1,860,000 


(650.000) 


1,210,000 


1.400.000 
1.400.000 


2,300,000 

100,000 
2,400,000 
(400,000) 
2,000,000 


(400,000) 
(100,000) 
(100,000) 
1,400,000 


135,000 
(72,000) 63,000 
579,000 
642,000 
3,150 


1,200,000 
180,000) 
1,020,000 


(1,020,000 x 3/12) (255,000) 


Gross rent chargeable to tax [S.15(1)] 
Less: Admissible deductions 765,000 
Repair allowance (765,000 x 1/5) 
(153,000) 

d (20,000) 
Insurance premium (10,000) 
Collection charges lower of: T 

- Actual charges 3,000 

- 4% of chargeable rent (4% x 765,000) 30,600 5,000 
Rent chargeable to tax 15 500 


— 
. —.— 


co rele So ee 


Che 
Ansett 


Mr. Fahim 
Taxable rome and tax thereon 
: or TY 20) 
Income from Property way ANS 
Taxable income 
(W-1) Income from Property 
le rent (S.1S(1)] (180,000 I) 
Non-adjustable amount received in TY 20X$ 
Non-adjustable charged to tax: [S.16(3)] 
TY 20X1 (400,000/10) 
TY 20X2 (400,000/10) 
TY 20X3 (400,000/10) 
TY 20X4 (400,000710) 
Income of 20X5 (640,000/10) 
Gross rent chargeable to tax (S.15(1)] 
Less: Admissible deductions 
Repair allowance (2,044,000 x 1/5) 
Property tax 


Profit paid on loan for renovation of house 
Insurance premium 
Collection charges lower of: 
Actual charges (5,000 x 11) 55,000 


- 4% of chargeable rent (4% x 2,044,000) 81,760 
Answer-9 
Income from Property (WI) 
Taxable income 
Annual rent received [S.15(1)] 
Imecoverable rent for the year 
Non-adjustable amount | (100,000/10) — (S.16(0] 
Less: Admissible deductions 
Repair allowance (1/5 x 1,210,000) 


Fire tax paid to local authority [S.1SACXO)) 
Lawyer's fee for suit to recover rent IS. NIN 


Collection charges and other admin (Lower of:) 46,000 
Actual 
* 4*6 of 1,210,000 — v 
rance i 4 

Bad debt premium 


1,255,200 
1.255.200 


1,980,000 


64,000 
2,044,000 


(408,800) 

(15,000) 
(200,000) 
(110,000) 


55,000 
1,255,200 


(20,000) 
(30,000) 


Anm —————— 
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Answer-10 Zahid 
statin of Tasabe income and THE one 
Comp For the year 20 — — 
(w-1) 2,705,000 
Income from Property n 
Income from other ssp iding amenities, utilities el un -35,000) x 12] x 60% — 
- Amount charged for provi » — mo 
Taxable income 
W-1) Income nperty (W-2) 401,000 
— — wem (W-3) (3,840,000 x 60%) — 
en banglow 2. 
T a 
Income from Property 
1-2) Rent from apartment 480,000 
Monthly rent 300,000 
Non-adjustable Rent $7,500 
Less: Already taxed (In TY 20X4 - TY 20X8) (175,000/10) x 5 years S000 — 
501,250 
Less: Admissible deductions P 
Repair allowance (501,250 x 1/5) (100250 
(W-3) Rent from banglow 
Annual rent ' [6,000,000 - (100,000 x 12)] 4,800,000 
Less: Admissible deductions 
Repair allowance (4,800,000 x 1/5) (960,000) 
3,840,000 
Answers] 1 


Where any property is owned by two ot more persons and their respective shares are definite and ascertainable — 
(a) the persons shall nat be assessed as an AOP in respect of the property; and 


(b) The share of each person in the income from the property for a tax year shall be taxable in their own hands 
respectively and not as AOP. [S.66] 


Therefore, Yoqoat and Lohn will pay tax separately on tbe income earned by them. 
However, if tlie shares are cot definite and ascertainable, then they will be assessed as an AOP in respect of income. 


Same as Answer-2, 


Where any property is owned by two or more i r * 
(a) the persons skall nat be assessed as an hee duin rre ne delit und isnt 


AOP in respect of the n zand 
(b) The share of each person in tbe inzome fro oh $ 
. m the propery for a tax year shall be taxable in their owm hand 
However, if the shares of In d i 
4 eee w is — are not definite and ascenainable, then they will be assessed as an AOP 
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A pswerz td 
Mr Farrukh 
Taxable Income 
Tax year 2022 
income from Property (W-1) 
Taxable income 


(zl) Income from Property 


Forfeited deposit [S.15(2)] 
Rental Income from land 18.1800 300,000 
Renal ac 1,800,000 
> Actual rent ot (150000x 10) = 1,500000 
> Fair market tent (2,160,000/12 x 10) - 1,800,900 
Non-adjustable amount of 200,000 (nat taxable in case of land given on rent) 


1,558,005 
1,558,009 


e Anil deductions 2,300,000 
Repair allowance (nat allowed for land given om rent) 

Ground leveling charges E 
Insurance Premium (Only allowed for building) > 
Collection charges and other admin (Lower of.) 


+ Actual 140,000 


= 4% of 2,300,000 92,000 
Paid to professional valuer (92,000) 


Mark up on loan (6,500,000 x1296 x10/12) ( 000) 
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PRACTICE QUESTIONS 


ing in Clifton 


Question-l : 
Mr. Sohail, a resident individual, owns a build 
10 Mr. Bagir ui an annua) rem of Rs. 1,600,000. 
security guards for the building. Following expenses 
2022: 


Repairs end renavation 
Property tax 

Rent collection charges 
Salary of security guards 


Rs. 
35,000 
20,000 
10,000 
70,000 


ares cf Karachi. On 1.7.2021 he rented out the buildi 
This amount include Rs. 15,000 per month for arranging two * i 
were incurred by Mr, Sohail on the building during the ax yes, 


Required: Under the provision of Income Tax Ordinance, 2001 calculate the tax liability of Mr, Sohail under the 


appropriate heuds of income for the tax year 2022, 


Answer-! 
Mr. Sohail 
Taxable Income and tax thereon 
For TY 2022 
Income from property (Wel) 
Income from Other source (W-2) 
Taxable income - taxable under NTR 
Tax Payable to Govt, (Table 1) (75.000 + 20% x 16,000) 
w- fi rüpertv 
Total gross receipt 


Less: Income chargeable under the head Income from other 

n 15,000 x 12) 
Gross receipt chargeable under the head income -— i 
Less: Admissible deductions f - T 


Repair allowence (1,420,000 x 1/5) 


Property tax 
Collection charges lawer of: 
Actual charges — 
+ 4 of chargeable rent 1 
Rent chargezble to tax (4% x 1,420,000) 56,800 
(We 


Amounting relating to security 
gurd (1 
Less: Amount paid to security gua (15,009 x 12 


1,106,000 
110,000 


—— 
1.216.000 


78,200 


1,600,000 
180, 
1,420,000 


(284,000) 
(20,000) 


(10,000 
1.105,000 


180,000 
(70,000) 


110,000 


INCOME FROM CAPITAL GAIN 


Capital gains [Sec. 37] 


we 


8 
UE gain on disposal of securities [Sec.37A] 
FIFO or weighted average 
. Capital Joss adjustment disallowed [Rule 13 F) j 
Payment of advance tax on capital gain (securities) [Rule 13H] 
. Tax on deemed income [Scc.7E] 


manan 


Deduction of losses in computing the amount chargeable under the head “Capital Gains”. [Sec. 
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chapter 
CHAPTER 10 
INCOME F 
capital gains [See- 37 ROM CAPITAL GAIN 


«Capital asset" means property of any kind held 
" does not include — by a person, whether or not connected with a business, but 


a) any stock-in-trade, consumable stores or raw i 
(b) any property for which a depreciation or iris Ramee es 1 
Business; or allowed under the head Income from 
movable pro h 
d) vdd div viia c Mich agde pri iae en or his family dependent. However following 
(a) A painting, Wiens drawite er tber . $ * shall be considered as capital asset: 
(b) jewellery; r 
(c) arare manuscript, folio or book; 
(d) a postage stamp or first day cover; 
(e) a coin or medallion; or 
an antique. 
Examples of capital assets: 
Category | 
" Shares of a private company. Private Company is a company that does not fall under the definition of 
public company. 
e Share of member in partnership firm 


Category 2 
A painting, sculpture, drawing or other work of art, jewellery, a rare manuscript, folio or book, a postage 


stamp or first day cover, a coin or medallion; or an antique held for personal use. 
Note: These categories are only prepared for better understanding of students. They should not use the 
“category” word in paper. 


Tax treatment of above mentioned categories 
Loss is allowed as deduction 


— Catgory2. | Gainisincome —— | Loss is not allowed as deduction 
[| Exemptasset | i 


Loss is not allowed as deduction 


that is exempt from tax) shall be chargeable 


(1) A gain arising on the disposal of a capital asset (other than a gain 
under the head "Capital Gain". 
The gain is taxable in the year in which it is earned and not the year in which it is received. It means if we sell 


the shares in TY 2016 and receive cash in TY 2017, income will be taxed in TY 2016 
| be computed as follows: 


(2) The gain on the disposal of a capital asset shal : 
a 


where — 
A isthe consideration received 
B isthe cost of the asset. 
(4) Cost [Component B in sub section (2)), shall not include any expenditure — 
(8) which is deducted under another head of income; or ; 
ad income from business (u/s 21). 


) which is not allowed as deduction under thc hc 
nec 40 urchase of Rs 5. Afier few days, 


Mr. Ali purchased shares costing Rs. 40 and also paid commission on purchas 
shares arc sold for Rs 120. Commission paid on sale amounted to Rs2. Fine paid to government at time of 


sale is Rs.7. Ali also incurred repair expense of Rs. 14 to earn income under thc head Income from Other 


Source. Calculate gain/loss on disposal? 


on disposal of the asset; and 


Consideration = A = 120 
Cost=B=40+5+2=47 
Gain = A -B 

Gain = 120 - 47 = 73 
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sposa! property (open plot or constructed property or flat) s 
digas ot pe charged o ax a separate block on the basis of holding we 


Pakistan by a person 


Exemption oa Capital gain — 


2 


Capital gain is exempt where person is dependent of Shaheed belonging to Pakistan Armed Forces (PAFs) or a 
person who dies during service of PAFs or Federal or Provincial Governments. [Clause 114B Part II of the 
Second Schedule] 

Capital Gain Tax rates have been reduced by 50% in case of the first sale of immovable property acquired or 
— to ex-servicemen and serving personnel of Armed Forces or ex-employees or serving personnel of 
22 and — or Governments, being original allottees of the immovable property, duly certified by the 
Moreover, in case of any capital gain srising after completion of 3 years from date of acquisition of 


the amount of tax 2 
IM of the Second Schedule) — payable for above persons shall be reduced by 75%, [Clause 9A Part 


Exemple 

Mr. Usaid has disposed of an immovable 
property (Open Plot) after holding it for a period of 2.5 years. It 

os - for Rs. 100,000 on | September 2016 and is sold for Rs. 150,000. Caleulate tax payable? 

Gain 


Tax liability 


(150,000 - 100,000) = Rs. 50, 
$0,000x 10% = Re 3000 
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Deduction of losses in computing the amount 


chargeable under the head “Capital Gains" (Sec, 38] 


For calculating “Capital Gain" for a tax 
(0 capital asset. Year, a deduction shall be allowed far any loss on the disposal of a 
) Loss will not be allowed as deduction where pai 
8 The loss on the disposal shall be calculated aa por rar rede nnn 
A-B , 
where = 
A isthe cost of the asset; and 
B is the consideration reccived on disposal of the asset. 
(4) Cost [Component A in subsection (3)), shall not include any expenditure — 
(a) Gres is Verus under another head of income; or 
(b) which is not allowed as deduction under the head income from b 
(5) No loss shall be recognized on the disposal af the following capital — acd 


Mr. 


. M 
Shares of AB Private Company 31.52012 40,000 
Shares of DE Private Company 133.11 15.6.2012 20,000 


a) A painting, sculpture, drawing or other work of art; 

b) jewellery; 

€) arare manuscript, folio or book; e 
d) a postage stamp or first day cover; 

e) a coin or medallion; or 

f) an antique. 


Calculate his tax liability? 
à Mr. Qasim 
Income and tax thereon 
TY 2012 
Income from capital gain (W-1) 
Income from business 
Total/Taxable Income 
Tax liability (Table 1) (75,000 4 20% 315,007 
AB Private Company (70,000 — 40,000) 30,000 
DE Private Company (5,000 - 20,000) (15,000) 
D Public Unlisted Company (20,000 ~ 30,000) (10,000) 
N Public Unlisted Company (200,000 — 60,000) — 
Jewellery of his wife (80,000 — 10,000) f 
Painting (loss is not allowed as deduction) d 
Exempt Asset 1 à 
Exempt Asset 2 
Disposal of Coin (600,000 - 200,000) 400,000 
229 


Shares of D Public Unlisted Company 1.1.08 30.4.2012 30,000 

Shares of N Public Unlisted Company 1.11 26.2.2012 60,000 

Jewellery of his wife 13.7.07 15.8.2011 10,000 80,000 
Painting 134.07 14.4.2012 90,000 20,000 
Exempt Asset 1 13.4.07 14.4.2012 20,000 30,000 
Exempt Asset 2 13.4.07 144.2012 25,000 5,000 
Coin 134.07 14.4.2012 200,000 600,000 
Car of son 134.07 14.4.2012 300,000 600,000 
Home furniture 15.5.07 14.5.2012 3,000 1,500 


He has also informed you that he has camed income from business of Rs. 903,020 during the year. 


i96] CamScanner 


Chapter 10: Income from Capital Gain 


ital asset) 
iere 


Disposal of Car of son (not a capi 


Disposal of Home furniture 


Capital gnin an disposal of securities [37A] les (other than gain that is exempt from tax) shall bc chargeable o 


(I) The capital gain from disposal of secu 
tax at prescribed rates / ; 
Provisions of section 37A shall not apply to the following persons 

l. a banking company, 
2. an insurance company * 

(IA) The gaia on the disposal of a security shall z^ — as follows 


Where = . 
*A' is the consideration received on disposal of the security; and 
* is the cost of acquisition of the security. isiti 
ii in e date misit dis l. 
(2) The holding period ofa security shall be comes f Pakistan Telecommunication Corporati 


Security" share of a public company, voecher o a 
B) Modaraba canik: an — of redeemable capital, debt securities, units of exchange traded fun d 


Note: Units of mutual fund also fall under the definition of securities. 


includes bonus units in a unit trust. 
"Derivative products" means a financial product which derives its value from underlying security, may be 


traded oo stock exchange and includes deliverable future contracts, 


QA) — For the purpose of this section, “debt securities" means — 
a) Corporate Delt Securities such as Term Finance Certificates (TFCs), Sukuk Certificates (Sharia 


Compliant Bonds), Registered Bonds, Commercial Papers, Participation Term Certificates 
(PTCs) and all kinds of debt instraments issued by any Pakistani or foreign company registered in 
Pakistan; and 
b) Government Debt Securities such as Treasury Bills (T-Bills), Federal Investment Bonds (PIBs), 
Foreign Currency Bonds, Government Papers, Municipal Bonds, Infrastructure Bonds and 
all kinds of debt instruments issued by Federal Government, Provincial Governments, 
(3B) For the purpose of this section, “shares of public company" shall be considered as sccurity if such company 
is a publie company at the time of dispasal of such shares. 
(4) Gain on securities shall be treated as a separate block of income. 
(5) 2 " disposal of securities in current year shall be setoff only against the gain from any other securities. 
le i - hag sai ve set off A current year can be carried forward to the subsequent 3 tax ycars from the 
1] H + 
ere 5s was first computed. However, loss can be adjusted only against the gain from 
Example 
Mr Ayar sold the shares of following listed companies i 
in TY 2023: 

* Company A ata gain of Rs. 10,000 " 

* Company B ala loss of Rs, 12,000 
Holding period in both cases is 10 months. 
Jguore notional amount 
Required: Calculate the taxable j 

ies a ‘ase ncome of Mr. Ayaz. 


Gain on disposals of shares of company 
Loss on disposals of shares of company : 


in. 2 
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m3 — peer applicable under section 37 shall apply on disposal of following: 
d settled through NCCPL. y made otherwise than through registered stock exchange and which are not 
ii) Shares through initial public offer dering listi 
T dering listing process except where the detail of such disposal is 
furnished to NCCPL for computation of capital pains and Pap ati 9 STA. 


In case of a Market-Based Transaction involving any it 
‘ security, a notional al to 0.5% of the sale 
— E^ ied la rms ine Cost will be applied instead of actual charges Tike b ree. usas commission, levy, 
and related incidental expenses. This notional deduction, however, does not apply to open-ended mutual funds" 
units or fulure contracts initiated by PMEX members. 


For clarification, a "Market-Based Transaction" refers to a — ] " 
in Pakistan or on the platform of the National Clearing Company of Pek mums stock exchange 


Rates of tax for securitles (2024 and onwards 


Holding Period Securities acquired on or 
hefore 30.06.2022 
Between 1.7.13 - 30.6.22 


| |. [Where the holding period docs not exceed onc 


a Where the holding period exceeds one year but docs 
exceed two years 


Securithes 
acquired on or 
after 01.07.2022 


Where the holding periad exceeds two years but docs 

not exceed three years 12.5% , 
m 

not exceed four years period] 


Where the holding period exceeds five years but does 


not exceed six 
Where the holding period exceeds six years 


Future commodity contracts entered into by members of 
Pakistan Mercantile Exchang s 
The rate of 0% tax shall be charged on capita! gain arising on 
first day of July, 2013, 


ES Where the holding period exceeds four years but does 
not exceed five years 


disposal where the securities ure acquired before the 
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Question-2 à . 
Mr. Ibtisam has disposed off the following assets in TY 2025: Salz 


Shares of AB Private Company 


Shares of GE unlisted 15, 10.2024 75,000 
*Shares of R listed company 20.52024 25.10.2024 35,000 40,000 
Shares of P listed company : settled through NCCPL. 


*The disposal is made through registered stock exchange and is 


He has also informed you that he has emed income from business of Rs. 1,000,000 
Calculate his tax liability? 


Answer-2 

Income from business 1,000,000 
Income from capital gain (-I) 
Income from capital pain — Securities (separate block) (W-2) 
Total income 

Less: Income from capital gain - Securities (separate block) 


during the year. 


Taxable income ~ taxable under NTR 
Tax liability on taxable income under NTR (75,000 + 380,000 x 20%) 
Add: Tas liability on securities (W-2) R Co. (14,325 x 10%) 

P Co. (4,625 x 15%) 


Tax liability on securities (W -2) 
Total tax lability 
(W-1) 


- AB Private Company (900,000 - 300,000) 
- GE unlisted Company (10,000 - 30,000) 


(W-2) Income from capital gain — Separate block 
R Co. (75,000 - 60,000) - 0.5% of 135,000 


P Co. (40,000.— 35,000) - 0.5 % of 75,000 


an- 
Continuing from above question how your answer would differ if the disposal of shares of R and P company is made 
otherwise than through registered stock exchan; d which 
— ge an are not settled through NCCPL. 
In this case the disposal of these two securities will also be treated under normal i 
will not be deducted. E 


F 2 or weighted overage 
MOT E teta nan P miu 
Cupital lass adjustment di 

* - adjustment shall not be admissible in the following cases, namely 
... ge d ROM perd be or his related pary purchases 1e 


T - 
ere coordinate: flic of securities between two related ; 
brokerage houses) is undertaken to artificially realize capital UM 2 investor (or between x0 related 


Ta]  ——————————— À— 


NP 
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tof — —1— nija) urities) (Rube 1 
nvestor other than indivi shall e-fi 
Even dunner and will pay the tax. Te statement oF advance tax on capital gain within 7 days after the end 


Note i i 
ifthe sole business ofa company isto menace is investment in different subsidiaries then income of company 


would be: 
. dividend income and 


e capital gains. 
Such income of the company would be chargeable to tax under the head income from business. 


1 med income [Section 7E 
^ resident person owning capital assets in Pakistan will be taxed on deemed income arising from capital assets (for 
tax year 2022 and onwards). "us á 
A definition of capital asset has been provided, which effectively means that sech tax is leviable only in respect of 
‘immovable property’ (c.g. house, any building, manufacturing plant etc.) situated in Pakistan owned by resident 


Deemed income shall be computed as 5% of the fair market value (as determined by the FAR under section 68 Le. 
FBR Value or DC Rate) of capital assets (Trowse, building erc.) situated in Pakistan held on the last day of tlie tax 
. The rate of tax will be 20%. 
ing definiti ital is not in fi k 
“Capital asset" means property of any kind held by a person whether or not connected with a business excluding. 
any stock-in-trade, consumable stores or raw materials held for the purpose of business; 
any shares, stocks or securities; 
any property with respect io which the person is entitled to a depreciation/amortization deduction 
under section 22/24; or 
an 


The following properties arc also excluded, namely: - 
(a) onc capital asset (immoveable property) owned by the resident person, s 
the business is carried out by the person and is appearing on the 


(b) self-owned business premises from where 
active taxpayers’ list at any time during the year; 
(c) ibi re M vibe agriculture activity is carried out by person excluding farmhouse and land 
annexed thereto; 
“farmhouse” means a house constructed on 
a total minimum area of 2,000 square yards 
With a minimum covered arca of 5,000 square fect 
@ used as a single dwelling unit. — 
) capital asset (immoveable property) allotted to- . 
() a Shaheed or dependents of a shahced belonging to Pakistan Armed Forces; . 
(i) Following persons of Pakistan Armed Forces or Federal or Provincial Government: 
z a person or dependents of the person wie dies while in service 


- ^ ^d person while in service ; 
aman or serving personnel, (original allotees 
pepe pe CR ame i charveable 1p tas ae Ordinance) and tax has been paid on it; 
c hi i char ax (under the linance) a € pa 1 
0 capital asset ide fest — wherc tax (under section 236K) has been paid; 
(g) where the fair market value of the capital assets in aggreealc {excluding the capital assets mentioned in 
clauses (a)-(f)) does its, 25,000,000; 
inc tal governanent or a local government; 
à d — — = R — dh a development authority, builders and developers for land 
development and construction. 


a —————ðè—T d 
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of this sub-section shall not apply in case ds 


f), and (£) ered in rule 2 of the Tenth Schedule, 


lauses (2). (€). ( ue 


2 " H [ € 
Provided that the exclusions mentiened at cl list other tha 


Person net ring in the active taxpayers "m 
* (or the person registering the transfer) is 


Ifthe tax liability under section 7E is not discharged. then the regis 
required not to register the transfer of the subject property: 


i , ; in cash [See 75A] " n licabl 
eee eee rel svi weed value (FBR value of DC rate whichever is applicable) grester than Rs, 3 


2 ine implications: 
million is purchased in cash, hen it will have the following implications: | disposa] 
(Q) Such amount skall not be treated as cost for computation _— Pin: cash). 
(ii) Such person shall pz ty of 5*5 of the fair market value (p 


Example 
On 15 January 2021, Mr. 
house in July 2020 fer Rs. 19,000,000 out a 


newer 
Cash exceeding Rs.5 million will not be considered as cost. 
Therefore pain will be calculated as follows: 


ilested in Karachi for Rs. 15,000,000. He had purchased this 
iere e f which Rs. 6,000,000 was paid in cash. 


Consideration “A * 15,000,000 
Cosi =B * 13,000,000 
Gain *A-B = 15,000,0000 — 13,000,000 = 2,009,000 


Further Mr. A will also have to pay penalty of Rs. 6,000,000 x 5*6" Rs, 300,000, 


The following table sets out the application of this section: 


Total Cost of 
property bought 
Rs. 
4,000,090 
3,500,000 

95,000,000 
103,000,000 


Cost as per 
ITO, 2001 

Rs. 
4,000,000 
3,500,000 
92,000,000 
91,000,000 


Penalty @ 5% of 
cash payment 


t 
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Fmplov share schemes [Sec, 1444 
Where shares are issued to an employce as a resul 

shall be the sum of = un of employee share scheme, the cost of the 
(a) the consideration, ifany, given by the employee f e 

(b) the consideration, ifany, given by the riim ^d » shares; 

(e) the amount chargeable to tax under the lead “Salary” 


shares io the employee 


grant of any right or option to acquire shares; and 
under these sub-sections, * T 


Question-3 (Salary income and Capital Gain Income) 
Mr. Asim is working as a CFO in Ammar (Pu) Ltd. He has purchased a right on February 1, 2007 to purchase 


700 shares of company by paying Rs. 2,800 as cost against right. Exerci à 
payi . Exercising the rig 
on May 1, 2007 by paying Rs. 43 per share. AlI shares were sold by him on April 425 { Dents of marion pr riot 


Calculate income for relevant years under relevant heads? 


nswer-. 
TY 2007 (Salary Income) 
Fair market value on the date of transfer of shares 
Less: Cost paid for shares 

Less: cost paid for right 

Salary Income 

TY 2011 (Capital Gain Income) 

Sale Proceeds from disposal of shares 

Less: Cost of shares (W) 

Gain an disposal 


(700 x 75) $2,500 
(700 x 43) 


(700 x 90) 
(700 x 75) 


Question-4 à 
On 1 April 2014 Rabia Sold 15,000 shares in Sun Electric (Pvt) Ltd for Rs. $00,000 which she had acquired on | 
July 2010 from hee ex-employer under an employee share scheme for Rs. 150,000. She had the option to dispose of 


the shares on or after | July 2012, 

The fair values of the shares were as bx low: 

- Rs. 20 per share an | July 2010 

> Rs. 30 per share on 1 July 2012 

= Rs. 4$ per share on 1 April 2014 

Compute Ms. Rabia's taxable income fer Tax Year 2014. 


wi 
Disposal of shares in Sun Electric (Pvt) Ltd 
sideration received (higher of) 
> Acton) amount 
- PMY of shares (15,000 x 45) 
Less: Cost of shares 
- Consideration given by employee for shares 
* Amount charged under head Salary (W-1) 


675,000 


600,000 
675,000 


150,000 
300,000 


(450,000) 
225,000 
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450,009 


A lacome from Salary- TY 01 18000) 
m "m — 
Less: Cost of shares 
* loyes share scheme at Ra 
Question-§ ) Lad on 1 January —— is 
ived $0,000 shares in SP (PV. son to transfer the on or after | 
Ms Fasza had recen stare. She bad the op er, she sold all of the shares on 1 


per share against 2 fair value of Rs- 30 per Rs 40 per share 


i| 3012 at Rs. 50 per share —" is 
ralis eer ear under the head "Salary" and "Capital Gain" in respective years? 
niwer-5 ni * 
! From Salary- Tax Year 2009 
Fair Market Value ni on 1.1.2009 ($0,000 x 40) 2,000,000 
Less: Consideration given (50,000 x 10) 


— — | 50) 2,500,000 


Consideration received 


Less: Cost of shares 
Price paid at the time of exercise of option — ($0,000 x 10) 500,000 
- Amount Chargeable under the head salary — (2s above) 1,500,000 (2,000,000) 
— 


Prior to his self-employment as 2 broker, Salecm, as the investment manager of Securities Pakistan Limited, a 
subsidiary of Securities Private Limited Company, had participated in an employee share scheme of Securities 
Private Limited Company. The details of the transactions relating to the employee share scheme are as follows: 

On | January 2003 (tax year 2003), Saleem had exercised his right to acquire 1,000 shares in Securities ple 
by making payment of £$ per share. The market price of one share on that date was £15 and the exchange 
rate was £1 = Rs 100 

= On 30 June 2004 he disposed of his entire holdin E of 1,000 shares in Securities plc for Rs.2,000,000. 
Compute Mr. Salcem,s Tavable Income under the head "Salary" and “Capital Gain" rig respective years. 


Answer-ó 
Rs. Rs. 


Income From Snlary- TY 2003 

Fair Market Value of shares on 1.12003. (000 x 15x | 000 

Lets: Consideration given (1,000 x $ x - (500,000) 
1 

Income from Capital galn- TY 2004 

Consideration received 

Cost of shares nad 


Consideration given at exercise of option (1,000 
Amount Chargeable under the head salary W 
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ui ision of Concepts learnt 


—— 
— d 


» Shares of Private Company Refer definition of securities 
A painting, sculpture, drawing | (Shares of public company, 


or other work of art, jewellery, | vouchers of PTC etc.) 
a rare manuscript, folio or 


book, a postage stamp or first 
day cover, a coin or medallion; 


or an antique held for personal 
usc by the person or his family 
nt. 


Jepend 
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P PAST PAP TION 
ining i nder the head 
for the purpose of determining income u Ciis 
Discuss which assets are not considered capital assets for " 
in the Income Tax Ordinance, 2001. 6) 


Question-2 — à 8 to 
— vepres the 2 — lens 850,000 from the sale of assets as shown below: 


31/01/10 


1,200,000 


— the treatment and the implications of each of the above transactions under the Income Tax Ordinance, 2001, 


iving brief reasons to rt your conclusion. (4) 
Eiving Suppo (Q.6 March 2010) 
Question-3 " 

Mr. Feroz has been the CEO of Aziz Foods Pakistan Limited (AFPL) for several years. He was given 2000 shares 
on 1 June 2009 by Aziz AG, Germany (the parent company of AFPL) at a price of €2.5 per share. The market price 
on that date was €8,2 per share. The shares were transferable on completion of one year of service, from the date of 
issue of shares. 

The market price of the shares as on | June 2010 was €12.5 per share, On 10 April 2011, Mr. Feroz sold all shares at 
€13 per share. He paid a commission of €50 to the brokerage house. 

The relewant exchange rates are as follows: 


[me eT = Rs 118.10 
June 2010 EPH Rs.12140 ë O] 
2 Ter Rs:12390 — 
Required: 
Compute the amount to be included in the taxable income of Mr. Feroz fi 2 2010 and 2011 and 
specify the head of income under which tlie income would be classified. or tax years 2009, 2 = 
(Q.5 September 2011) 
In May 2012, Hameeda sold certain personal assets at the following prices: 
Plot in DHA Karachi E mers 
len 2,000,000 
ri 5,000,000 
Additional information: ; 


(i) Plot in DHA Karachi wes inherited by her from i 
T father 

d iris tono — en NA er father in January 2011. it was purchased by her 

ag nes yo — from her mother in July 2011. These paintings were purchased by her mother for 
* pase - bid - at the time of inheritance was Rs. 2,350,000. 

Pe draw Jis ^00 was purchased by her husband. It was gifted to her by her husband in * 
mm value was Rs 5.200.000, 
Discuss the taxability of Hemeeda i 
— d In respect of the above gains! losses on sale of assets in the context of Income © 


SE ^ aia IRR 
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Questions (O. sta) September 2012) 
Explain the term Capital asset" as refer: 


(9) ris a Pakistani resident and ga ithe eme Tax Ordinance, 2001. m 
eo rea year 2018: Gn SS various businesses. He disposed of the following assets during 


(ij An immovable property was sold for Rs. 50 million. The cost of the immovable property was 


M eee 3 Of Rs. 4 million had been allowed on the immovable property M 

(ii) A car was disposed of for Rs. I. 2 million. The car was acquired on 1 July 2016. The tax written 
down value of the car ot the beginning of tax year 2018 was Rs. 0.9 million. The car was being 

used partly (70*6) for business purposes, The rate of depreciation for tax purposes is 20%. — (2) 

(iii) An antique sculpture was purchased for Rs. 350,000 on 30 August 2000. It was sold for 
Rs.1,500,000 on 28 February 2018 through auction. The auctioneer was paid a commission of 
oO Tax was deducted and paid by Gulzar from the amount of commission within duc 

à @) 


(iv) Listed securities were sold as follows: 
al eal 
Rs. : 
.000 


| ...20000 | 08 June 2018 — | ^ 400,000 | 


Required: 
Come the amount of capital pain/loss arising on the above transactions under the provisions of the Income Tex 
1 


s (Q.3 September 2013) 


Zaman is working as the Chief Executive Officer in Yasir Limited (YL). Following are tbe details of sale and 
rchase relating to his capital assets during the tax year 2014. 
(a) Under a an employee share scheme, 25,000 shares of YL were allotted to Zaman, on | December 2011 
for Rs. 25 each. According to the scheme, he was not allowed to sell transfer the shares before 
completion of two years from the date of transfer. The face value of each share is Rs. 10 per share. Fair 


market value of the shares was as follows: 
Ks. 40 per share on | December 2011 
Rs. 48 per share on 30 June 2012 
* Rs. 55 per share on 30 November 2013 
= Rs. 61 per share on 30 June 2014 
(b He sold 24,000 shares of HQ (S Limited on 30 June 2014 for Rs. 200 per share. 
He had ired these shares as follows: 
. 18,000 shares were purchased ae per 5 — 8 
rchased on ebruary 2 3 share. — 
(c) A Er perd pem realized on the sale of shares of Zeeshan Industries Limited (ZIL), a public 


i 2014. 
i i , The shares were acquired on 31 Jan " 
"BE ey e 70 ht, droben on 23 March 2014 for Rs. 1,800,000. Zaman had purchased this 


i i 10 July 2011. l 
int is residence, in an auction for Rs. 2,000,000 on A 
e He sold ie od aco to Furgan for Rs. 285,000 on 25 June 2014. The furniture was purchased in 


Require! for Rs. 250,000. " " 
N he tax year 2014 and specify the head o 
Compute the amount to be included in the taxable income of Zaman for the tax y (10) 


income under which the income would be classified. (Q.3 September 2014) 


a s 
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- ^ . (ded in the Income Tax 
(a) What do vos onderrand by the terms “Security” and “Dervative produ — eb 
Ordinance. 2001 and Rules made erer m ae taxable gain or loss, under the correct head of 
(b) Under the provissons of the Income Tex Ordinance, 200 bap esce, whether the company is a public or private 


mome. n each of the folionmg cases. Abo ident 
udin shares «7^5 of the shares of RPL are held by Deha Pic 
l 2) himiad (RPL) S0 l 
rt kas et the edo ees Ashia eaherted these shares —— father on 1 J y 
Scl His faber ni EM purchased these shares on 31 May 2019 eem per share. The y 

— 3 hare. 
f these shares at the time of inberiance was Rs 200 per . arket 
o dams In RPL ix a plis QURE. 32S per Shara miara the d kap 


" 350 per share eo 
ee tae (i) shove if 40%. of the shares of RPL were held by the Provincial 


a What would be your answer im — 
i Government. 48%: by the Both Government and 127 by individual investors. (03) 
Ignore notions! amount. S 


Najam had purchased a house ia 10X1 for Rs 20 miilior 
h 2 use m «! ee cons 
On 1 July 20X6, Najam entered inta an agreement with Zomecr for sale of the house for Rs. 25 million. As per the 


terms of the agreement, Najam received Rs. $ million on the day the contract was signed and balance amount was to 

be pzid cn 30 September 20X6. However, due to financial difficulties, Zameer failed to pay the balance amount on 

the due date and consequently, Najam forfeited the advance in accordance with the terms of the agreement. 

On IS February 20X7 Najam sold the house to Farid for Rs. 30 million. 

Required: 

Advise Najam about the taxsbility of the above transaction ender the Income Tax Ordinance, 2001. (04) 

(Q.3 (b) March 2017) 
ion-9 

Saleha is a resident person. She disposed of the following assets during the tax year 20X7, 

(i) A painting which she inherited from ber father was sold for Rs. 1,250,000. The market value of the painting 
at the time of inheritance was Rs 1,550,000. The painting was purchased by her father for 


Rs. 1.500.000 (02) 
(ii) She sold jewellery for Rs, 2,300,000 which was purchased by her husband in March 20X5 for Rs.1,300,000 
and gifted to her on the same date. (02) 


(iii) — She disposed of her car for Rs. 1,800,000. The car was being used for the purposes of her business. The tax 
wrinen down value of the car at the beginning of tax year 20X7 was Rs. 1,600,000. The rate of depreciation 


for tax purposes is 208 (02) 
(iv) On 20 October 20X6 she sold a dining table to Faheem for Rs. 18,000 which she had purchased on 

15 May 20X5 for Rs. 15.000 far her personal use. (02) 
Required: 


Under the provisions of the Income Tax Ordinance. 2001, discuss the taxability of each of the above transactions in 
the context of capital gain oss 


Question-10 (Q.2 (b) March 2017) 
Zaheer sold a painting to his brother on 10 April 2017 for Rs. X " 
rr 
Required: 


Under the provisions of the Income Tax Ordinance. 200] i 
income for tax year 2017. c or 


(Q.3 (b) September 2017) 
Haris sold two of his personal vehicles during the 
taxability of profit earned hy Haris in the niti VM camed profit of Rs. 550,000, Discuss — 
(Q.3 (b) Septemher 2019) 
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ICAP PAST PAPER NS 


‘Assets listed in Sec. 37(5) 


Answer-2 
3) S. 37(3) 
b) 
i) Shares of unlisted P A 
^ isterable undar te bend Income fom pi PPT T So, pain RE 400,000 
ewellery falls under 1 
head Income Sr capital qais C et So, gain of Rs, 650,000 is chargeoble under the 


iii) Loss from sale of sculpture is not slowed 10 be recognized. 


iv) — It is 2 loss allowed es deduction and it con 


Ty 2009 

Where shares issued to an employee under an employee share scheme are subject to tat 

the shares no amount shall be chargeable to tex to the adir he a restriction on the transfer of 
tee right to transfer the shares. So nothing ischarpable mum E TY HIM. employee has e 


Where shares issued to an employee under en employee share scheme ere subject to a 

restriction on the transfer 
the shares the amount chargeable to tax tothe employee shall be the fas markert valve of the shares s De tne toe 
sence has a free right to transfer the shares or as reduced by ery consideration given by the employee for the 


eration given by the employee for the shares ZS x 2000x 118.10) | (390.300) | 


The gain arising on disposal is chargeable under the head capital gain. 
For determining cost we will add up following: [S.14(4)] 
* the consideration, if any. given by the employee for the shares; 
de amount chargeable to tax under the head “Salary”. 


Amount chargeable under the head salary 


Rs. 

Consideration received (13 x 2,000 x 123.90) 3,221,400 
Less: Cost of shares (590,500 - 2,444,500) (3,035,000) 
à Commission to brokerage house (50 x 123.90) (6,195) 
n 180,205 
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CH. 10 Past Paper Q.5 TY 2011 30-6-1t 
1-7-08 TY 2009 2 


Shares Seld 


Restriction released IFCG 


3 (99) (Consideration received 


(000) 
FMV Share (2,000 x (13 x Rs. 123.90) 3,221, 


satana XM 
quo shares a (1255 ap Cost 


Lee Cot of t= fshare 
pay = Cone 
G s (25 eRe NEI) b Cost of right 
m = [4 IFS 
Less: Commission (50 x 123.90} — (6.195) 


180.205 
—— 


Anwer-4 P 
i) The plot was acquired as a resull of inheritance from father. The cost of the plot will be considered to be the 


cost to the father ie. Rs, 4,000,000. The plot was sold for Rs. 10,000,000 nt a gain of Rs.6,000,000. tt is 
chargeable as n separate block af income. Tax will be calculated depending upon holding period. 

ii} Gain on sale of painting (2,000,000 — 1,000,000) Rs. 1,000,000 is chargesble under the head Income from 
capital gain, Cost to the mother will be taken as the cost of the asset while calculating gain'loss on disposal. 

iii) Gain on sale of jewellery (5,000,000 — 3,000,000) = Rs. 2,000,000 will be chargeable to tax under the head 
Income from capital gain. Cost to the husband will be taken as the cost of the asset while calculating gain/loss 


on disposal. 


Answer-S 

a) = $,37(5) 

b) 

J As depreciable assets are specifically excluded from definition of capital asset, so no capital gain loss will arise. 


— As depreciable assets are specifically excluded from definition of capital asset, so no capital gain loss will arise, 
n 


Consideration 
Less: Cost 1,500,000 
3 price T 350,000 

— ommiss jan pai 150.000 500,000) 

1,000,000 
(iv) 
Gain on B (600,000 — 320.000) — 0.5% of 920,000 275,400 
Gain on C (700,000 — 650,000) — 0.5% of 1,350,000 43.230 


Answer 
Amount to be included in taxable income is Rs. 4,312,500 which is calculated as below: 


Income from salary 

Shares on which restriction is released 
Fair market value 

Less: Cost of shares 


Income from capital gain 
242 


(55x25 000) 
; 1,375, 
Q5x 25,000) (62 000) 750,000 
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Gain on 18,000 shares [(18,000 x 200) - (18,000 x 55 

Gain on 6,000 shares [(6,000 x 200) - (6,000 x ^ 25) AIS 

Painting sold (Loss is not allowed as deduction) 52,500 

Furniture sold (Not a capital asset being personal movable) : 3 

Income from capital gain — Separate block - Zeeshan industries Li mied et 2 — d 

Total income D 

Less: Gain en securities — taxable separately € = ener 
4,312,500 

Answer-7 

(2) 


Security . 
Security means share of a public company, voucher of Pakistan Telecommunicution Corporation; Modaraba 
Certificate, an instrument of Redeemable Capital debt securities, units of exchange traded fund and derivative 


products. 

Shares of public company shall be considered as security if such r i 

disposal of such shares, ity if such company is a public company at the time of 
riva raduets 

“Derivative products" means a financial produet which derives its value from underlying security, may be traded on 

stock exchange and includes deliverable future contracts. 

(b) 

(i) As more than 50% shares of RPL are held by a foreign company which is owned by the British 

Government so, as per S.47 RPL is a public company and fall under the definition of securities. 


Note: Consideration as per section 77 is higher of actual sale proceeds or brenk-up value. 


(ii) In this case Provincial Government and British Government both own less than $0% shares so it is not à 
public company, and its gain is taxable under the head capital gain. 


ad cap — 


T: gain 
Consideration received (2,500 x 350) 


Less: Cost of shares (2.500 x 250 625. 
250,000 


Gain on dispasal 


Forfeit h on 
Any forfeited deposit paid under a contract for the sale of land or a building falls under the definition of rent. 
Therefore Rs. 5 million received is chargeable under the head income from property. 

le procee isposal of 
Gain on disposal of immoveable property (constructed property) amounting to Rs. 10 million (30 mill - 20 mill) 
falls under the head capital gain as a separate block. Tax will be calculated depending upon the holding period. 


Answer-9 


C) Personal painting falls under the definition of capital asset. lis cost will be the cos! to the futher. Loss on sale of 


painting amounting to Rs. $0,000 (1,250,000 — 1,300,000) will not be allowed as deduction. IS.38(5)]. 

(ii) Personal jewellery falls under the definition of capital asset. Gain on sale of jewellery amounting to Rs. 
1,000,009 (2,300,000 — 1,300,000) is chargeable to tax under the head capital gain. . j 

(iii) As depreciable assets are specifically excluded from definition of capital asset, so no capital gain or less will 


arise. ax . , 
(iv) Dining table is a personal moveable asset that does not fall under the definitian af enpital asset. Thus gain or 


loss on disposal af dining table will not be recorded under any head of income, 


ee Le 
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- 


Answer-10 
Income from capita! gain (Gain on disposal of painting) 


Rs, 
aa ae 
Gain 200,000 


Under the [TO,2001 any movable property held for personal use is excluded from the definition of capital assets 
Therefore, income from sale of personal vehicles is not taxable under any head of income. ; 


w- 


a) Which personal assets are considered to be capital asscis7 
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OTHER QU ON 


b) Truc/False — 
(i) Gain arising on sale of antique is chargeable under income from other sources. 


x : : ^ z False 

(ii) ee received from vacating the property is chargeable under the head False(Sec.39(1)(k)) 
capital gain. 

(iii) Gain arising on the sale of jewelry is not chargeable under the head capital gain. | False(Sec.37(5)(d) 

(iv) Loss arising on sale of home furniture is allowed as deduction. False 


(v) Gain arising on sale of option which is received as a result of employee share 
scheme is chargeable under the head capital gain. 
First day cover is not a capital asset. 
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INCOME FROM OTHER 
SOURCES 


— 


income from other sources (IFOS) [Sec. 39] 


2. Deductions in computing income chargeable under the head "Income from Other Sources" [Sec. 
40 


. 40] 
3. Taxon profit on debt (interest income) [Sec. 7B] 


CamScanner 


V. chapter 1h. dv uu uiler Sources 


CHAPTER 11 
INCOME FROM OTHER SOURCES 


e from other sources (TFOS) [Sce. 39] 


neo, e of every kind received by a person in 
^ EV. dm à tax year, if it is not included in any other head (oth 
com rr including: 


(1) 

Following is the criteria for — ar under the head “Income from Other Sources”, 
lt must be income as per definition of income i 
e It is not chargeable under any other head l 
e It isnot exempt from tax. | 
It does not fall under final tax regime. 


LI 
Dividend; 
Pakistan source income dividend i divi : : 
(final tax) income. received by an individual is already covered under section 5 as FTR 
vever if dividend received i i ; * 

in Sonne eived is foreign source income it is chargeable under the head “Income from 
royalty; 
profit on debt; (interest income 

For detail Refer Section 7B 
additional payment on delayed refund under any tax law. 
Example 
Mr. Anjum paid tax amounting to Rs. 28 million for tax year 2016. Later on he realized that he has made 
an excess payment of Rs. 8 million therefore he filed a refund application. Tax authorities agreed to make 
refund. However the refund was delayed by tax authorities and consequently Mr. Anjum received Rs. 8.4 
million (it includes Rs. 0.4 million as additional payment on delayed refund). 
Analysis 
Rs. 0.4 million that is paid in excess of Rs. 8 million will be treated as “additional payment on delayed 
refund” and is chargeable under the head “Income from Other Source”. 
eround rent; 
Mr. Waseem Akram has a piece of land. Shahid Afridi wants to construct a house on that land and finally 
he constructed his own house on Waseem's land. Now Shahid Afridi will pay Waseem Akram the ground 
rent of Rs.30,000 per month. Shahid later on rented out his house to Sir Asif at monthly rent of Rs. 70,000 
per month. Now under the head income from property Rs. 30,000 ground rent will be allowed as 
deduction to Shahid Afridi and this Rs. 30,000 is income from other source for Waseem Akram. 
e, rentfrom the sub-lease of land or a building; 


The rent received by a person being owner of land or a building is chargeable under head IFP. If the above 
land or building is given on sub-lease, than amount received by the tenant will be chargeable under the 


head IFOS. 
owned by him to Mr. Bilal. The shop 


Example Mr. Asif has let-out a shop on September 1, 2010 i 
comprises of two rooms and for cach room a monthly rental of Rs. 15,000 is agreed. On December 1, 
2010 Mr. Bilal decided to give one of the rooms to Mr. Amir against a monthly rent of Rs. 20,000. 


Calculate the taxable income of Mr. Asif and Mr. Bilal for tax year 2011 under the relevant heads. 
Solution 


Mr. Asif 
Rental (15,000/month x 2 rooms x 10 month) 300,000 
Mr. Bilal 


Income from other sources 


Rent received 


(20,000/month x 1 room x 7 months) 140,000 


15,000/month x | room x 7 months) (105,000) 
35,000 


ether with plant or machinery; 
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To Mr. Babar against a monthly 


fa. 


machinery dd M 
r has rented out his shoe factory singe p i Mr. Amir will fall under the head Income 


Mr. Ami 
h. The whole renta 
rental of Rs. 30,000 per mon! j with renting of buildin 


from Other Source. = > (icc CO! -— 
wilnics or any other serice to amenities, utilities, and services 


income from provision of amenities Ar related 
Already covered in section 15 (GA). Only portion af mer the head IFOS. 


connected with renting of building will be c — > 
any annuity or = & chargeable under the income from salary, 
. Fa a rw me cm cr I te 
r . fox ap m other than an employer ther, dis — offered by companies for 
any prize bond, of winnings from a raffle, lottery prize on winning 3 qU 
ap rud eit BC Paper use or exploitation of property, including the grant of a right to 
Ean Ne Aban OOO ge oy ea pif ee wdc i 
n i t H 

approaches m and makes him va of an free exp e esr, he pemited the 

s to exploit the "y against consideration of Rs. 125,000 per month. This amount will be treated 
as “Income from other sources" for Mr. Ahsan. 


n - 3 for provision, use or exploi y 
the fair market value of benefi rerea en allowed 10 use the property against 20% share of gold 


20X0 oa which date the fair market value of his share 
“Income from other sources”. 


shall be chargeable under the head “Income from Other Sources” in the tax year in which it was received 


and the following 9 tax years in equal proportion; (also 39(2 


Example 
Mr. A has shop in Shah Alam Market. He vacated the possession of property in TY 2010 and received 
Rs.600,000 from Mr, B to whom property is handed over. Earlier in TY 2005, Mr. A had paid Rs. 200,000 
when Mr. S handed over property to him. Calculate income of Mr. A chargeable to tax for TY 2010. 


Answer 


* .000)10) is chargeable to tax under the head “Income from Other Sources". 
any amount received from Approved Income Payment Plan or Annuity Plan under Voluntary 
Pension System Rules, 2005; 

any amount or feir market value of any property received without consideration or received as gift. 


MS if a received from relatives (as defined in Chapter 5), it will not be included in income from 


Example 
Mr, Kamran received following gifts on 01 Sept 2010: 


- Fair value of Jewelry received from 
Fair value of painting received waived —.— 
Required: Calculate Taxable income for TY 2011 — 
Solution , 
ther «o 
- Gift from friend — 
- Gift from sister [S.39(13)] m 
Taxable income : = 


income arising to the shareholder of a Comp: 


Bonus shares are chargeable at 10% as D we issuance of bonus shares: 
£ come. 
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(3) 


Subject to sub-section (4), any amount received as: 
HB loan, : 
e advance, 
e deposit for issuance of shares or 
. gift 
person in a tax á 
3 than by: year from another person (not being a banking company or financial institution) 
e acrossed cheque drawn on a bank or 
a banking channel from a person holding a Nati 
shall be treated as "Income from Other Sources" for the x pen u o hich it was received. 
E ese ee 
He should make the payment to anyone through He should make the payment to anyone through 
following modes: following mode: 
- Cross cheque, or ~ Cross cheque 
- Any other banking channel. 
Mr. Asif has obtained following amounts which are examples of Income from Other Source: 
i) Loan received from grandmother in cash. 
ii) Loan received from uncle (not having NTN) through online transfer. 
iii) Gift received from mother in cash. 
Example-2 
Crescent College canteen owner received the following amounts: 
e Loan of Rs. 20,000 is received in cash from a student (not having a NTN). 
Lan of Rs. 25,000 is received from teacher A (having NTN) in cash. 
Loan of Rs. 28,000 is received from teacher B (having NTN) through cross cheque. 
Loan of Rs. 30,000 is received from a student (not having NTN) through online transfer. 
Answer 
Income from other source 
Particulars (Rs) 
Loan from student (not having NTN) 20,000 
Loan from teacher A in cash 25,000 
Loan from teacher B x 
Loan from student through onlinc transfer 30,000 
75,000 
Exomple-3 N 
A newly launched company has issued shares. The shareholders have deposited the full payment in cash. 
Amount received from shareholders is chargeable under the head "Income from Other Source" in the hands 
of company. 
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supply cf services, 
— (3) shall not apply to an advance for the sale of goods or SUP 
m A o goods (for example contract for sale ie 8 e services) 
2. Contract fce rendering of services (for example contract for le a contract in which you bei 
3. Contra for sale of goods and rendering of services (for examp e at nds 
seller will create mnp and will also provide construction materi 
Analysis 


- " . 
5 if the seller is receiving advance the payment can bo miale by buyer though ariy mode 


of payment (means payment can also be made in cash) 


Third contract " " throu 
If the contract relates to sale of goods and rendering of services the buyer should make payment £h 


modes mentioned in S. 39 (3) otherwise it will be treated 2s “Income from other source" in the hands of 
seller, 
(4A) Where- i " s " 
(8) any interest on investment in National Savings Deposit Certificates (including Defence Savings 
Certificate) is paid 10 a person in arrears; and E No 
(b) asa — person is eharged at higher rate of tax than was applicable if the profit was paid to the 
person in the tax year io which it relates, 2 
the person may, by netice in writing to the Commissioner, elect for the profit io be taxed at the rate thai was 
applicable if the interest was paid to the person in the tax yeer to which it relates. f 
(4B) An election as above shall be made by the due date for furnishing the person's return for the tàx year in 
which it was received. The Commissioner may allow an extension. 
(5) This section shall nat apply to any income that is chargeable under any other head of income or falls under 
final tax regime. 


Deductions in computing income chargeable under tbe head "Income from Other Sources" [Sce. 40 
Admissible deductions 
(D In computing the income under the head “Income from Other Sources", a deduction shall be allowed for any 
expense paid by the person if the expenditure is paid in deriving income. However no deduction will be 
allowed for an expenditure of capital nature, 
Expenditure is of a capital nature if it has a normal useful life of more than one year. [s. 40(6)] 


A receivi ' profi P E 
- 3 Use Odi "son debe shall be allowed a deduction for any Zakat paid by the person under the 


(3) A person receiving income from | i P 1 $ 
(1) of section 39) shall be allowed = "8 together with plant and machinery (clause (f) of sub-section 
(a) a deduction for the depreciation (; S. 3 
(b) An initiat allowance (as per S. 25) fray pino AA plant, machinery or building used: and 


(4) Any expense which is allowed as deduction under à i 
(S) — The expenses which are not flute . ror rer: head will again not be allowed under this head. 


also nat be allowed as deduction under the besd Income from Ober Seon from business (as per S, 21) will 
ree, 


Source of income Capital expenditure 
— £ Repair, Salary ete, * (Purchase of fixed asset) 
EDI . ee — 
xa — — preciation allowed 
[eig 8 fram odiar sona Ws 39(1X0) you X "i rx 
*preciation as per tax rules. 
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Tax on profit on debt (interest income) I Sec. 7B] 
(5 A tax shall be imposed, at 15%, on every individual and AQP w 


(2) The tax shall be computed by applying the rate of tax to the gross amount of " 
G) This section shall not apply to a profit on deht that: VES 
a) is exempt from tax. 
b) exceeds Rs, 5 million. 


With-holding agent shall deduct tax on gross amount (à 15%. [ Refer Q2 in practice questions below] 


If profit on debt exceeds Rs. 5 million (for individual or AOP) it would be taxable under normal tax regime under 
the head income from other source. 


If interest is earned through loan agreement then it is taxable under NTR in case of all persons (individual, AOP, 
Company) under the head income from other source. 


Profit on debt on bahbood saving certificates/pensioners benefit account is taxable under NTR with maximum tax 
rate @ 5%. 


Note: For companies’ profit on debt falls under NTR chargeable under income from other source, 
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ICAP PAST P PER QUESTI N 


Questi i . 100, 1 P 

Mr. —.— got possession of a shop on 21.07.2008 1 — . Rs. Dr as consideration for vacating e 
the possession 0 br TY 

—— Vin me cl pagato of this amount in his income for (Q. A i September 1999) 


amounts of rent would be chargeable to tax: 


machinery 


Question-2 - 
Specify under which head of income, following : 
of amenities, utilities or any other service 


respect i 1 d 
i flease of a building together with plant and 
00 Rem in claded in the ret of a building for tbe provision 


; i @) 
connected with the renting of such building (Q.1 (c) September 2006) 


i nstruction expenses, he intends to take a 
is constructin is house and for the parpose of meeting co ? 5 
aee C EUN DN from Mr. Karzan who is in the business of monty lending. He has been advised by one 
of his friends that such a loan may be included in his taxable income, under certain circumstances. 
You are required to edvise Mr. Anil about the circenstances under which the loan may be included in his taxable 
income. 


(4) 
(Q.2 (a) March 2008) 
Respond to the following situation, under the provisions of the Income Tax Ordinance, 2001: 


During the tax year 2020, Sadiq received a flat as gift from his friend, Mumtaz Alvi, The flat was located in posh 
area of Lahore and its fair market value at the time of gift was Rs. 4.5 million. Discuss the tax treatment of the flat 
received hy Sadiq. (02) 


(Q.4 (a) March 2020) 


m 
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ICAP PAST PAPER SOLUTIONS 
Anmerl i 
Any amount received by a person as consideration for vacating the possession of n building ar part thereof, reduced 


by any amount paid by the person to acquire possession of such building or purt thereof shall be chargeable to 
tax under the head "Income from Other Sources" in the tax year in which it was received and the following nine tax 
years in equal proportion. [S.39(k)] 


Therefore Rs. 55,000 [(650,000 - 100, 000/10] is chargeable to tax in TY 2005 under the head “Income from Other 


Answer-z 
1. Income from Other Sources 
ii. Income fram Other Sources 


Answer-3 Er eril 

Any amount received as a loan, advance, deposit for issuance of shares or gift by a person in a tax year from another 
person (not being a banking company or financial institution) otherwise than by a crossed cheque drawn on u bank 
or through a banking channel from a person holding a National Tax Number shall be treated as income chargeable to 
tax under the head “Income from Other Sources" for the tax year in which it was received. 8.3903) 

Therefore it is advised Mr. Anil should obtain loan within the above mentioned bounds otherwise it will be treated 
as income in the hands of Mr. Anil chargeable under the head “Income from Other Sources", 


According to Income Tax Ordinance 2001. any amount or fair market value of any property received without 
consideration or received as gift will be included in Income from Other Sources of the person who received the 
amount or property. However, if gift is received from relatives it will not be included in income from other source. 
1S.39(1) (1a)] 

As the gift is received by Sadiq from his friend, exemption will not be available. Therefore, Rs. 4.5 million, being 
the fair market value of property, will be included in Income from Other Sources of Sadiq. 
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CTICE QUESTI PRACTICE QUESTIONS SOLUTION 


Question] : 
Mr. Fawad has provided you with following information for year ended TY as of home of Mr Anjum. The Answer-T 
1. He received Rs 100,000 as advance (in cash) for the designing and constr of map) 20 
advance is for sale of goods (ie. material) and rendering of services (PEPIN: from August 2015. The Mr. Fawad 
2. He has hired a property on rent for which be pays Rs 15,000 pet 3 Taxable Income and Tax Thercon 
Property is sub-let io Mr. Purgan on 28 February 2016 for Rs. 20,000 per he leased the factory with the pla Tax Year 2016 
3. He received a factory in inheritance from his father in TY 2006. In TY 2016 - is Rs 20,000 x Rs. 
and machinery at annual rental Rs 1,200,000. The tax depreciation en 2 ent that there are Income from other source 
4. He owned some property in Chitral He was informed by Nawal Resource ud hc uli charge s 100.000 | —_— oe END — 
copper and gold underneath his property. He made an agreement with them tha he The fai 000 + Rent Received [S.39(1Xe)] 4 
10% shares of gold and copper extracted in TY 2016 as consideration fce providing the property. air value | Less: Rent paid [S.40(1)] ^ 8 an 
: pii extracted is Rs. 2,500,000. cui | (4 x 15,000) — 460.000) 20.000 
. Mr.Furqan paid Mr, Fawad a cash Rs. $0,000 as advance for pure some goods, " ` 
6. He has an office in Islamabad. He paid Rs 150,000 for getting its possession oa 1 June 2012. Ms. Shaumaila reiecta pae in ca with 23 machinery [S.39(1X0] 1,200,000 
, approached him and paid him Rs 250,000 foe vacating that property on | January 2016. s d "eg — 1,180,000 
lle received Loan from Cadbury bank of Rs 400,000 in cash at start of year. — 180, 
8. On his birthday, his friend 3 cash gift of Rx 25,000. His friend does not have NTN Exploitation 2 steh (100,000 . 2.500,000 x 1036) 350,000 
9 — - e of an urgent money at the end of year, For this purpose he obtained a loan of Rs, 100,000 oe han tied Se má Q250,000-150,000))0 — [S900] — 
ugh online transfer from his friend. His friend NTN. b 
Required: cr H His does not bold NTN. Lon Sem Rond [539] 100.000 
Calculate Mr. Fawad taxable income and give reasons for inclusion and exclusion of items for TY 2016. Taxable Income — 
For the purpose of this question, assume that the date today is 31 August 2020. * E EMO. VA 
Shahid is engaged in the business of menufsetering and sus > : i s 
g and supplying of auto parts, Following is the extract of hi 2. Rent received from sub lease of land or building is chargeable to tzx under the head Income from Other Source 
== for the tax year 2020: NK and any expenditure incurred for it is allowed zs dedisction. 


3. Income from the lease of any building together with machinery is chargeable under the head IFOS and a 


deduction is allowed under this head for depreciation of plant and machinery. . 
4. The amount received in cash and fair value of benefit received from allowing use of propery is chargeable 


under the head Income from other source. 


5. Any cash advance received for sale of goods is not changeable to tax as per S. 39(4). " 
6. Any amount received by the person as a consideration for vacating the of building reduced by any 
0 ae amount paid by person to acquire possession of that building is chargeable under the head IFOS in the tax year 
in which it was received and following 9 tax years in equal proportion. — 1 
— ithhel include profit on debs of Rs, 150,000 eared on fixed dep Any amount received in cash as loan is chargeable to Sed but loan received from financial institution is an 
w *j v * - : * e P 
ee, income tas and Zakat amoumtng to RS. 48,000 and RS 93,780 respecte ed with a bank. The S; ERRAN. de cta fend hola NTN or: ot cas gifts unable as IFOS. 
Under P— of the Income Tax * 9. A person periere NTN can advance a loan to another person through cross cheque only, otherwise it will be 
income and net tax payable by or refundable i Be cl aad Rules made there 4 considered as income from other source in the hands of recipient As the loan is provided through online 
Shahid fee the tax year 2020, + compute total income, taxable transfer, therefore it will be considered as income from other source. 


Mr. Kamran received 
followi 
Jewelry from friend (Bought by dw dent the für valse on this date i 


A painting from sister (Bought by sister for Ri 285,000) 


He sold both on 31 March 11 foc 
Required: Calculate Tenable Income fp Po a - 


MET mi 
E —— 
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Answer-2 
Shahid 
Incomes Rs. (70007) i 
547 
Income from business (W- I) 450 
Income from Other Source- FTR income (Profit on debt) 5,927 
Total Income deta) (450) 
Less: Income from Other Source- FTR income (Profit ca . (^ ASSOCI ATION OF PERSONS 
Less: Zakat — 
Taxable income — 
Tax payable (765,000 + 1,383,000 x 35%) 1,249 
Add: Tax on profit on debt (450 x 15%) — 
1317 
Less: Tax deducted on profit on debt (45) 
Tax payable to Government 1,272 
(W-1) Income from business Rs. (000) 
Profit before 
Less: Profit es (interest income) pid l. Principles of taxation of associations of persons [Sec. 92(1)) 
TE | 2. An individual as a member of an association of persons. [Sec. 88] 
5,477 3. Limitations on set off and carry forward of losses [Sec. 59A] 
4. Miscellaneous provisions relating to tax credits [Sec. 65] 
Answer.3 5. Transfers of assets [Section 7 (Sec. 98A] 
D 1 6. Change in constitution of an A cc. 
: — — [5:39(19) 250 — 7. 8 of business or dissolution of an ADR TA a. 
fi ital gain zn 8. Succession to business othenwise than on death [Section 
- Disposal of Jewelry (290 
= - * (000 — 
Disposal of painting (310,000 — 25000 Men 
Taxable income 65,000 
315,000 
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CHAPTER 12 
ASSOCIATION OF PERSONS 
Principles of taxation of associations of persons [Sec. 92(1)] 


in n pid = Pei dee in to pay tax separately from the members and where the association of 
person ved by a member out of the income of the association shall be exempt from 


tax. 
If at least 1 of the member of an AOP is a company, the share of com h i 
the AOP and the company shall pay tax separately at rate applicable to naa coc 


hange in constituti 
Where there is change in constitution of AOP/Joint venture fi issi i 
E s or example admission, retirement or change in 
profit sharing ratio takes place, the profit will be divided to the Aser time basis. * 
Responsibility for filing return 
It is with members on the date firm is required to file return. 


esponsibility for depositing tax in case of dissolution or d i 
It can be recovered from any person who was member at time of dissolution etc. It can also be recovered from 
legal heirs in case of a deceased individual. 1 
If AOP has any exempt income, the share received in the capacity as member out of the income of 


association shall remain exempt. 


An individual as a member of an association of persons.-[Sec. 88] 
If, for a tax year, an individual has taxable income and derives share of profit from AOP, the amount of tax on 


the taxable income of the individual shall be computed as follows: 

(A/B) x C 
where — 
A is the tax of individual if amount derived from AOP as a share is c 
B is the taxable income of the individual if the amount derived from 
C is the individual's actual taxable income for the year. 
FBR clarification the income to be added for rate pu 


Point to be considered while calculating divisible income : 
as well as income under FTR and separate block, its income from FTR 


Where an AOP has normal taxable income 
and separate block shall not be added in the taxable income of members for rate purposes. Example of FTR Income 
eamed by AOP is Dividend Income. 


hargeable to tax; 
AOP as a share is chargeable to tax; and 


»ose is before tax. 


Limitations on set off and carry forward of losses [Sec. 59A] : 
loss of AOP shall be set off or carried forward against the income of 


(3) in case of association of persons, any 
the association. 
(4)(a) A member of an AOP cannot setoff (or carry forward) the loss of AOP against his income. 
Miscellaneous provisions relating to tax eredits and members of AOP [Sec. 65] 
ber of an association of persons the following shall apply: 


(1) ^ Where the person entitled to a tax credit is a mem 
is the tax of individual if exempt amount were 


(a) component A of the formula in section 61-63 


ch le; and ; 
3 of the formula in section 61-63 Il be t able income of the individual fi 
t argeabl 


component E of 


cna gea . 
member of an AOP, any excess 
member and the association 


tion’s retum of income. 
ection 61-63 shall not be refunded, carried forward to a subsequent tax year, or 


credit for a tax year may be claimed by AOP. For 
should agree in writing and agreement must be 
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Du of assets 2 "s - * hon eyet. sometimes property is transferred for 
ax on propery is generally pay y person > F follows: 
tax avoidance. To avoid such practice, relevant ptm remains 
(1) Where property is transferned to another person 
(from property) will be the income of transferor. 
2 —— — — property income will be the incom = ber transferor. However, if: 
is c : te 
a is irrevaczble (non-cancellable) during eerie sfe 
` qrensferor derives no (direct or indirect) benefit 
tben it will be income ef transferee. 


(3) Transfer to spouse or minor child : ninar child (other than a married daughter) or to 
znother person ATE. of spouse or minor child, property income will be income of transferor. 
However, in case transfer is . 

(2) for adequate consideration or 
in connection with za agreement to live apart 
then it will be income of transferee. 


the peoperty of transferor, rental income 


4, 
* een acquired by transferee with funds (money) of transferor, it will nat be considered as transfer 
made for adequate consideration. Th: transfer will also not be accepted if there is no evidence of 
registration (or mutation). 


Change in constitution of an AOP [Sec. 984] 

Where 2 change occurs in the constitution of 2 firma (for example admission or retirement) during a tax year, the 
firm's income is apportioned between the partrers co time basis. 

Sane for filing retam in this case is with persons who are parmers of firm on date it is required to file 


er mentes or dissolution of an AOP [Sec. 988] 
Where an AOP dissalves or disccatinzes its business, it's tax is recoverable parner i 
the firm at time of dissolution 'discontzzzxcce, Tax can also be recovered raisin Ag 5 " 


"yy to business otherwise than oc death [Section ssc] 
Ifa person sarving on any business (cr profession) j à 
referred as "predecessor" and successor” respectively ed in any tax year by any other person (now 
successor continues the sime business, "apecively) otherwise than om the death of predecessor, and 

(a) — the predecessor shall pay tax on the income ; 


pay tax fer Coe tex year upto the - 
s date of succession and for prece 


ofthe tax vear in which succession took place 
(5) . Qs for hat t vear afer date of magego s i eL and 
(2) Where predecessor cannon be fosd, the tax will be i i 


upto the date of successi " paid by successor, d 
(3) Where tax cannot be ——Ó aa: years as well. Successor will pay tax for the tax year 


: ; predecessor, ii 
entitled to recover it from the predecessor, shall be recoverable from successor. Successor will be 


He will 


LAPE 14e DVU UL CTSOns 


ion- 
Mr. Zameer has provided you with the following 
Income From Business details for TY 2018: 
Share fram AOP 
Charitable donation paid to non-profit organizati 
Calculate tax liability of Mr. Zameer? x 
Answer-l 


— — 


Income From Business 

Taxable income 

Add: Share from AOP 

Taxable income far rate purposes 


Tax on above : (7.5% x 200,000) 
Actual tax z (15,000 / 800,000) x 600,000 
Less: Tax credit under section 61 (15,000/ 800,000) x 50,000 
C is lower of: 
- 50,000 
= 30% x 600,000 = 180,000 
Tax Payable to Government 


15,000 


10.312 
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Answer-l — i 
An essocistion of p $ shall be liable to tax separately from the members of the association and where the 


Qoestion-! E (6) = 
Describe the principles of taxation for an “Association of Person"? (Q.6 September 2004) association of persons has paid tax the amount received by a member of the association in the capacity as member 
sis or RE PEART out of the income of the association shall be exempt from tax. [S.92(1)] 
Question-2 = on o 
Explain the provisions of the Income Tax Ordinance 2001 regarding the princ pe In case of association of persons, any loss of such associstion shall be set off or carried forward and set off only 
Persons. (Q.9 September 2005) against the income of the association. 
Briefly discuss the provisions of Income Tax Ordinance, 2001 in vga —— LR — 
Rs. 960,000 as his share of profit from AOP, during the tax year 2014. (Q.2 (a) September 2014) i 
Question-4 lating to residential status of an T indivi i 
Tax Ordinance, 2001 state the rules relating 1 If, for a tax year, an vidual has taxable income and derives share of profit from AOP, the amount of tax on 
- 2 AOP) Alea erpin the taxability of income of AOP, in the hands of the firm or ^ the taxable income of the individual shall be computed in accordance with the following formula, namcly:- (S.88] 
members. ; (AB) xC 
(>) Stute the rules relating to set-off and carry-forwurd of losses of AOP and its members. (02) where — 
(Q.5 March 2015) A is the amount of tax that would be assessed to the individual if the amount derived from AOP as a share is 
chargeable to tax; 
B is the taxable income of the individual if the amount derived from AOP as a share is chargeable to tax; and 
c is the individual's actual taxable income for the year, 
Therefore, Farhan will use the above formula for calculating tax. The share from AOP will be exempt in the hands 
of Farhan if AOP has paid the tax, however it will only be added for rate purpose. 
Answer-4 
a) 
" Residential status of AOP|Sec. 84] 
^n association of persons shall be a resident association of persons for a tax year if the control and management of 
the affairs of the association is situated wholly or partly in Pakistan at any time in the year. 
An association of persons shall be liable to pay tax separately from the members. 
i of i 
Where the association of persons has paid tax, the amount received by a member out of the income of the 
association shall be exempt from tax, 
Mf, for a tax year, an individual has taxable income and derives share of profit from AOP, the amount of tax on 
the taxable income of the individual shall be computed as follows: 
(A/B)x C 
Where- 
A is the amount of tax payable by the individual if amount derived from AOP as a share is chargeable to tax; 
B is the taxable income of the individual if the amount derived from AOP as a share is chargeable to tax; and 
C is the individual's actual taxable income for the year. 
Ifat least 1 of the member of an AOP is a company, the share of company shall be excluded from total income of 
the AOP and the company shall pay tax separately at rate applicable to the companies, 
b) 
In - s association of persons, any loss of AOP shall be set off or carried forward agninst the income of the 
4 
A member of an AOP can neither setoff (or carry forward) the loss of AOP against his income nor it is considered 
259 for rate purpose. 


ee 
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Question-1 cd Tariq and Hamid. During the 
T & H Enterprises is a registered fim comprising of o equal Pear fam the sources given below; E 
the partners besides their shares in the firm enjoyed income 


Rs, 
Ta , 500 
" (a) Income accrued abroad but not remitted to Pakistan om 
(b) Share o£ a loss from an association of person in 
(c)  Zakat paid 
Hamid ; — 
(a) — Speculation loss M 
(b) Profit ca sale of personal car 3 
(c) Income tax refund of previcus year 1 
(d) Taba paid f 
The profit and los account of the registered fim for e year shows the Following position: E 
Salaries 300,000 Gross profit bid 980,000 
Office maintenance 5,000 Dividend from public company 250,000 
Repairs 38,000 
Provision for bad debis 14,000 
Tax paid for last year 5,000 
Legal expenses 15.000 
Commission to Tariq 16,000 
Premium of life policies of partners 
(equal amount for each partner) 5,000 
Depreciation 34,000 
Net profit 
Tang 399,000 
Hamid 399,900 798,000 
— 
Notes: — 1,230,000 


O ‘Tariq & Hamid i 
uha are paid Rs45,000 and Rs 55,000 respectively as salary. This is included in total salary 
G) Repairs include Rs. 18,000 bei 
G) Legal expenses include uu ole. A deductible 
machinery is Rs. 15,012. 
3) The taxable income of the 


b) The taxable income ene eena maimik by iL 


(20) 
(Q.8 September 2001) 


OM 
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Question-2 

Sohail, Khaled and Qazi are members of an association f 
2:2:1. The principal activity of the AOP is trading of rice id areon F 
Following are the details of the annual income / (loss) of the AOP and its member. 


(Q The AOP suffered loss before tax amounting to Rs. 1,500 ived at after adjusti 
rental income earned by the AOP, the denote ct heras 3 has been arrived a justing 


Rs. 
Rental income 2,000,000 
Related expenses; 
Property tax 40,000 
Depreciation 457,500 497,500 
Net rental income E 1,502,500 
(ii) ee debited to profit and loss account include the following amounts paid to the members of the 
Sohail Khaled Qazi 
Salary (Rs.) 900,000 600,000 - 
Interest on capital (Rs.) 300,000 300,000 500,000 
(iil) ^  Sohail eamed Rs,800,000 from another business, of which he is the sole proprietor. 
Required: 
Compute the taxable income and tax liability of the AOP and of Sohail. (12) 


(Q. 1 March 2010) 
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Question -3 losses i i 
Baqir, — and Rahi are members of an association rangs (BAR) 2 iris 2 x 
53:2 ively. BAR is in the business 0 ing consu BAR's t 
. end Dubai Following information has been extracted from profit and loss 
account for the year ended 31 December 2015: 


— — — C 


r...... ᷑ — 


Additional information: 

Cost of sales includes: 

[0] Closing stock which has been valued at net realizable value of Rs. 1,820,000. The cost of closing stock 
under absorption costing was Rs. 1,950,000. 

(i) Provision of Rs, 75,000 against slow moving stores and spares. 

(iii) Freight charges of Rs. 260,000. These were paid in cash to Momin Goods Transport for transporting goods 
to customers in Multan. 


Administrative and selling expenses include: 

(i) Commission of Rs. 290,000 paid to Bagir, anaual performance award of Rs. 310,000 paid to Rahi and 
Rs.455,000 paid to AB Bank Limited in final settlement of a loan obtained by Asad for the construction of 
his house in Muree. 

(ii) Provision for bad debts of Rs. 735,000. The opening and closing balances of provision for bad debts 
amounted to Rs, 1,100,000 and Rs. 1,435,000 respectively. 

Bad debts written off inchade n loan of Rs. 285,000 provided to a supplier. 
(iii — promotion expenses of Rs, 275,000. These expenses were paid by Rahi through his personal credit 


(iv) 4 A operated by Federal Government for the training of industrial workers in 
jab. 
Further information: 
For the year ended 31 December 2015 Dubai branch made a profit of Rs. } branch made 
— 1800000 These figures are not included in the above profi anon account, o h * 
ulred: à 
Under the provisions of the Income Tax Ordinance, 2001 and Rules made th i 
set eu ppeblé y BAR and de , ereunder, compute the taxable income, 
2 amount to be carried forward, if any, for tax year 2016, Assume tax and accounting 
— (12) 
© Your computation should commen Profit before 
0 . ˙ h e iure of Rs. S 484,000. 


Qusstion-4 (Q.8 March 2016) 
On 1 July 20X6 Dawood and Dewan join 


ratio of 65:35 respectively. To arrange funds for the Fry aaa for Rs. 35 million, They paid the amount in the 


who is in the besiness of lending money. The rate of interes u 5g ee Rs, 3,000,000 in cash from Shameem 


On 1 July 20X6. the house was let out to company 
Rs. 75,000 per month fer utilities, cleaning and securi. Fac Tent of Rs. 4,500,000 inclusive of an amount of 


For provi these servi 
ices Dawood and Dewan paid 
Pald Rs. 10,000 as collection charges and Rs. 230,000 for 
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(b) 


(Q.3 (2) March 2017) 


westion-S 
(a) Mustafa, Ali and Zain are partners of a resident f 


(MAZE) which is engaged in selli irm in Pakistan, under the name and style MAZ Enterprises 
firm. n auta spare parts. All partners have equal share of profits and losses in the 


Following information has been extracted from accounting records of MAZE for the tax year 2023: 


— — 


1.430 


— — 


Administrative and selling exp 


| 


[— (15540) | 
tt. Rue memo 
| Other income 7 — — — — | — i228 | 
Profit before tax 


Additional Information: 


(i) The above accounts have been prepared on cash basis and stock-in-trade has been valued on the prime- 
cost method. However, the partners want to change the method of accounting from cash basis to accrual 
basis. In this respect, followiag information has been gathered: 


Opening balances | Closing balances 


—Rs in '000—— 
Stock-in-trade using prime-cost meihod ...... . | 


Stock-in-trade using absorption-cost method | — — $900 — | — — 8800 | 


(ii) Cost of goods sold includes cost of used machinery imported from China om 31 July 2022 amounting to 
Rs. 2,110,000. The cost includes payment of custom dety of Rs. 90,000 and income tax of Rs. 110,000 to 
the Collector of Customs. 


(iii) Administrative and selling expenses include: 
e — payment of Rs, 380,000 to a local hotel for holding annual cid-milan party for the employees, key 
customers and their families. 
payment of a fixed monthly remuncration of Rs. 150,000 to each partner. 
* — payment of Rs. 180,000 for purchase of accounting software on | January 2023. The software is 
expected ſo be used for ten years. 
(iv) Financial charges are net of interest income of 340,000 (net of tax at 15% deducted by bank) earned by the 
firm on its saving account, 


Required: j 
Under the provisions of Income Tax Ordinance, 2001 and Rules made thereunder, compute the total income, 


taxable income and tax payable by MAZE using accrual basis of accounting. (10) 
Note: Show all the relevant exemptions, exclusions and disallowances. 
Besides the share of income from MAZE, Zain has received the following amounts from his employment with 
Hasan Pakistan Limited (HPL) during the tax year 2023: 

2 Tr actual cost of medical services for him and his dependents, 

from an insurance company, under the health insurance policy. 

On 31 March 2023, he purchased a car from HPL for Rs. 110,800. The market value of this car on 31 March 
2023 was Rs. 250,000. 


Required: b 
Compute the total income, taxable income and tax liability of Zain for the tax year 2023. on 


A e 


— — 
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(Q-1 March 2019) 


Question- its profit and loss in the ratio 

Ferhan, Kamran and Rehan are members of an sssocistion of pers a 

of 22:1 respectively. for the tax year 2020; i 

Following information is available with regard to AOP and " gre 000 after making following payment to its 
i fore tax 0 iii 

[0] During the year, AOP eamed 2 profit be 


members: 
Salary 
Interest on = cep EE E Rs. 800,000. Kamran is also a 
* < " 1 E UM 

— . he ye te other AOPP incurred a 

loss after tax of Rs. 350,000 and paid Rs. 150,000 om ccc oe deduction of withholding tax 
(iit) Rehan received net dividend of Rs. 102,000 from n listed company med om 

15% 
(iv) Farhan has no ather source of income. 


Required: ALME 
Under he provisions of the Income Tax Ordinance, 2001 compute taxable income and tax liability of AOP and each 
of its members for the tax year 2020. (11) 

(Q.2 March 2020) 
Question-7 


Libas & Co, is an association of persons (AOP) with three members, Saba, Junaid and Akram, sharing profit and 
loss in the ratio of 1:1:2 respectively, 


During the year, AOP earned profit before tax of Rs. 8,500,000 from its principal business i.e. trading of garments. 
In addition, AOP is also involved in purchase and sale of following securities listed on the Pakistan Stock Exchange: 


C purchase J J Detalsofue |] 

Lr EE = le 
shares 

[Tox 3688 — —| Rs 


(XOKUimied — ] [200000 | - 200 II 
unis I TUE: 
10 Jan 2020 100,000 | 189 | 20 Dec 2021 100,000 

| OOI Limited | 15 Feb 2022 [Note B] | 150,0.. 


Note A: Sale proceed from disposal of these shares was credited to the AOP's bank account on 2 Tuly 2022 
borrowed Rs, 5,000,000 in cash from Imran, who 


Name of investce 
company 


Other information related to Saba: 
(i) During the year, she camed Rs. 1,500,000 by working as a 


(ii) Subs received Rs. 100,000 as profit on debt on loan i freelance Photographer, 


Required: ded by her to Zafar. 
Under the provisions of the Income Tax Ord: 
in&nce, 200] 
Saba for the tax year 2022. » COmpute taxable inco 
Note: Ignore notlonal amount. me and tax liability of AOP and 
(Q.2 Sep. 2020) 
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j & Co. is an association of persons (AQP) with tree members namely Baqir, Omer and Sadabahar (Pvt.) 


Limited (SPL), sharing profit and toss in the ratio cf 20:30:50 Tespectively, 


lowing information is available with regard to AOP and ji R 
^4 AOP's income for tax years 2020 and 2021: 15 members for the tax years 2020 and 2021: 


T1... 
*Net of annual fixed commission of Rs. 7,000,000 to SPL 2, 

On | February 2021, Baqir earned capital gain of Rs. M 
Gi was purchased on | January 2018. copia: ga 5. 5,200,000 on sale of his constructed property which 
ü Omer also operates a sole proprietor bu: from which ; 
(ii) 2,900,000 ja lax years 2020 tad 201 — he earned profits of Rs. 6,000,000 and Rs 
Required: — 
Under the provisions of the Income Tax Ordinance, 2001 compute the following for the tax years 2020 and 2021: 
E Taxable income of AOP 
. Taxable income and tax liability of Baqir &nd Omer 


Note: Show all relevant exemptions, exclusions and disallowances, 
- Tax rates for tax year 2020 are the same as tax year 2021, 
- Ignore minimum tax under section 113. . (10) 
(Q.5 September 2021) 
d - 
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UL ONS 
ICAP PAST PAPER NUMERICAL SOULTI 


Answer -1 
" Texation of AOP. 
e front 725475 
LI 
Income from business (W-1) 250 
Income from other sources — FTR profit on deb —_ 
Total income 25 
Less: Income from other sources — FTR profit on debt — 
Taxable Income —— 
Tax liability of AOP 9 Papi 
Add: Tax liability on dividend (2 — r 
Total tax liability 32500 
Less: Tax deducted on dividend —- 7500) 941 
— Sli 
Tariq 
Income und tax thereon 
For the TY 20XX 
Foreign source income 500,000 
Total Income 500,000 
Less: Zakat [5.60] (26.500) 
Taxable Income 473,500 
Add: Share of profit (rom AOP far rate purpose 18.88 365,23! 
Taxable income for rate purpose 838,731 
Tax liability (15,000 + 38731 x 15%) 20,810 
Tax liability on 473,500 (20,810/838,731 x 473,500) 11,748 


~ Share of loss form another AOP will have no impact because AQP carries forward its loss itself. [S.59A(3)] 


Hamid 
Income and tax thereon 
For the TY 20XX 
Income from capital Gain 
Sale of personal car (Not taxable) . 

Taxable Income — 
Add: Share of profit from AOP for rate Purpose x 
Taxable income for rate purpose Pm 359232 

Tax liability = 359,232 

Tax liability on actual taxable income (No need) ô 


- The loss from speculation business will be carried forward [S 5g] 
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(W-1) Income from business. AOP 


Net profit 
Add: Inadmissible expenses 
Salary to Tariq É 
Salary to Hamid — i 
Capital expenditure classified ps $ 
Provision for bad dest — rs 
Tax paid . 
28 [S21(9)] 
Commission ta Tariq 82100, 
Premium 
Accounting depreciatian (S210) 
Less: Dividend Income ; 
Initial allowance on plant and machinery (18,000 x 2555) 
Depreciation on plant and machinery (18,000 — 4,500) x 15% 
Tax depreciation . 
(211,537) 
Income from busincss 725475 
(W-2) Taxation of Memhers 
Divisible Income 
Taxable Income of AOP 724,463 
Share of profit 
T: Hamid Total 
Salary 45,090 55,000 100,000 
Commission 16,020 M 16,000 
Premium 2,500 2,500 5,000 
Profit share — . 30,,D| — 301732 — 603.463 
Total 365,251 7 0359232 — 734463 
er-2 
Sohail, Khaled Qazi 
Inco x thi 
TY 20XX 
Income from property (W-2) 1,560,000 
income / (loss) from business (W-1) — — (402.500) 
Taxable income — taxable under NTR 1,157,500 
Tax liability on income under NTR (15,000 + 357,500 x 15%) 68,625 
Taxation hers 
Sohail 
Income and tax thercon 
For the TY 20XX 
Income from business — 
Taxable income 3 
Adá: Share of profit from AOP for rate purpose (S.88] “38 
axable income for rate purpose — 
shily 5.000 + 223,000 x20%) 119,600 
Tax liability e 19400 000 000) 2 
Tax liability on 800,000 — * 600. ens 
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= ey — or (1,500,000) 
Business loss for the year (1,502,500) 
Less: Net Rental income 
Add: Inadmissible expenses 900,000 
Salary 10 Sohail [S210] 600,000 
Salary to Khaled 18.2100 300,000 
Interest to Sohail [S216] 300,000 
Interest 10 Khaled [S21()] 500,000 
Interest to Qazi 18.2100 (402,500) 
Income! (loss) from business 
(W-2) Income from property -AOP 2,000,000 
Gross Rent 
Less: Admissible deductions 400.000 
Repair allowance (2,000,000 x 1/5) t — 
Property tax 
Rent chargeable under NTR — 
(W-3) Divisible Income 
Income of AOP 1,157,500 
-— een. el. Qari —  — Total 
Salary 900,000 600,000 M 1,500,000 
Interest 300,000 300,000 500,000 1,100,000 
Profit share (2:2:1) ($77,000) (577,000) (288,500) (1,442,500) 
Divisible income 623,000 323 211,500 1,157,500 
Answer-3 
Bagir, Asad and Rahl 
Iecome and tax thereon 
TY 2016 
ki. urce - In Rs, 
Income from business — Pakistan source (W-t) 7,513,000 
Income from business — Foreign source (W-2) MED 
Taxable income — — 
7,513,000 
Tax liability — (765,000 + 3,513,000 x 35%) 
1,994,550 


Loss in respect of foreign source business income to be carried forward (W. 2) 


300,000 
(W-1) Income from business — Pakistan source 
Business profit for the year 
— stock adjustment ( adj aia 
no adjustment requi i 
appearing at lower of cost and NRV) BÉ 's already " 
Provisian for slow movíng stores 
Commission ~ Bagir ice 
A $21)] 
Performance award — Rah f 
Personal loan paid of — ro 6210 eye 
— ene deb: [S 290) iE 
Promotion expenses not paid throu business i 
Less: Freight charges (cen be paid in cash so — m Account [S 2] pj 3 
8 
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Bad debi((W) 400,000 - 285,000) [N-] Is -29(1)] 
Training expense of workers (allowed because of. govt. institute). [S.27(b)] 
Income from business = Pakistan source 


(W-2) Income from business — foreign source 


Foreign Source - Income from business (Dubai) 
Less: Foreign Source - Income from business (Tehran) [S.104(2)) 
Income from business — foreign source 


(115,000) 
7,513,000 


1,500,000 


(1,800,000) 


Note:! As loan to supplier is not previously included in income, therefore it is mot allowed as deduction 


LS. (UM. 

(W) 
Provision for doubtful debt 
Bad debt (bal.) 400,000 | b/d 
Provision for the year 
cid 1,435,000 
Answer-4 
Income of Dawood 
m 
Cash Loan 18.3907 


From utilities, cleaning & security[S.39(1)(fa)] (480,000 (W-2) x 6594) 


(2,136,000 (W-1) x 65%) 
Taxable Income - tnxable under NTR 


Income of Dewan 


Income from Other Source 
From utilities, cleaning & security [S.39(1Xf2)] (480,000 (W-2) x 35%) 


Income from property (2,136,000 (W-1) x 35%) 
Taxable income - taxable under NTR 

W- Da’ 

Annual receipt - 

Less: Income chargeable under the head Income from other source ( 75,000 x 12) 

Rent chargeable to tax 


Less: Repair allowance — (1/5 x 3,600,000) 
Less: Interest on loan (3,000,000 x 20%) 
Less: Administration and collection charges of property: 
Lower of: 
- 496 x 3,600,000 — 144,000 
- 240,000 (230,000 + 10,000) 
Income from property 


x, come fr 


Rent charged for utilities, cleaning and security (75,000 x 12) 
Less: Utilities, cleaning and security expense (35,000 x 12) 


1,100,000 
735,000 


Rs. 


3,000,000 
312,000 
3,312,000 

. 1388400. 
4,700,400 


168,000 


957,600 


1,125,600 


4,500,000 
(900,000) 
3,600,000 
(720,000) 
(600,000) 
(144,000) 


2,136,000 


900,000 
420,000 
480,000 
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derer maze 
Income & Tas Thereon 
For TY 1023 Rs."009" 
Income from Business (W-1) "en 
Income from other saurces ~ FTR profit en dete (34035 x 100) — 
Total income 
Less: Income from other sources - FTR profit oo debt —— 
Taxable income i “Ge 
Tex liability * (765,000 + 17,314,000 x 35%) 6.825 
Add. Tex on profit on debt (400 x 15%) — 6 
Total tax liability „885 
Less: Advance tax paid (110) 
Less: Tax on profit on debt (69 
Tax Payable to Government x» A 6715 
*The minimum tax is less than the normal tax liability of the AOP of Rs. 6,825 thousand. Minimum tax is calculated 
as follows: 
Minimum tax (140,400,000 x 1.25%) Rs. 1,755 thousand 
Hence. minimum tax is ignored in calculation 
£W-I)Inenme from Business 
Rs,"000° 
Profit before Tax 13,398 
Add: 
Increase in profit due to increzse in closing stock (8,800 -7,500) 
Cost of machinery wrongly expensed out 
Remuneration of partner (50x 3 x 12) 
Software Cost wrongly expensed cut 
Less: 8,990 
itia) allowance and tex Depreciation of machine (W-2) (500 + 225) 728 
Eié-milen party expense (allowed being wholly incurred i n 
Amortization of Software " 4 ene 9 x 
Profit on debt (9) 
(340 
Income from Business (1.074) 
21314 
s Depreciation of machinery 
machinery (It will not melede income tax) 
Less Initial allowance (2110-110) 
(2,000 x 25%) od 
Less: Tax Depreciation — 
Tax ub (1.500 x 15%) 2 
2 
(9-3 Amortization of Software —— 
' ge. m R. 000 
ie 207 9 
No. of software i 
days is used in tax year (LEET ETEEN TEPI 
- 181 
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b) Zain 
Taxable Income & Tm Thereon 
For TY 2023 
Income from salary (W-3) 
Taxable Income 
Add: Share of profit from AOP far rate purpose (W-1) 
Taxable Income for rate purpose 
Tax liability (765,000 + 5,644,000 x 35%) 
Tax liability on actual taxable income 2,740 x 2,539 
9,644 
(W-1) Share of Profit 
Mustafa Ali 
Salary (150 x 12) L800 — q 
Profit Share — (15,914 x 1/3) 
(W-2) Divisible Income 
Income of AOP 
(W-3 
Income from salary 
Basie salary (200,000 x 12) 
Reimbursement of medical services (Exempt assuming as per terms) [Clause 139] 
Car transferred (250 - 111) [5.13(11)] 
er-6 
Farhan, Kamran & Rehan 
AOP 
Computation of Taxable Income & Tax Liability 
For the tax year 2020 
Income from business (W-1) 
Taxable income 
Tax liability [765,000 + 35% of 1,600,000] 
(W-1) Income from business 
Profit before tax 
Add: Inadmissible deductions 
Salary: [S. 216)] 
Farhan 
Kamran 
Rehan 
Interest on capital: [S. 21D) 
Farhan 
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Farhan — 
me and tax 
* the TY 2020 
Taxable Income -— 
Add: Share of profit from AOP for rate Purpose f 
Taxable incorne for rate purpose 
Tax liability 
Tax liability on actual taxable Income 
Kamron 
Income and tax thereon 
For the TY 2020 


Income from business 
Taxable income [5.88] 


] t OP -2 
ale pomp — ME S rm 
Taxable income for rate purpose 
Tax liability (315,000 + 25% x 400,000] 
E 415 
Actual tax liability: (00 * 800) 
Rehan 
Income and tax thereon 
For the TY 2020 
Income from other sources — FTR dividend Income (102 /85) x 100 
Total income 
Less: Income from other saurces — FTR dividend income 
Taxable Income 
Add: Share of profit from AOP for rete Purpose [5.85] 
Taxable income for rate purpose 
Tax liability 
Tax liability on actual taxable income - NTR 
Tax of FTR 
Total Tax lisbility unte 
Less: Tax already deducted on dividend 
Tax Payable 
Warkings 
(W-2) Divisible Income 
Taxable income of AOP 
(W-3) Share of Profit 
Farhan 
— capitel 1,000 — 
— Oe — He 8 
visible income 
— — 
— ey 
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Answer-7 
Libas & Co, 


Income and Tax Thereon 
For the tax year 2022 


Income from business 


Income from capital gain — Disposal of securities (separate block) (W-1) 


Income from other sources 
Total income 


(W-2) 


Less: Income from capital gain — disposal of securities (separate block) 


Taxable income of AOP under NTR 

Tax liability (765,000 + (35% x 9,500,000)] 
Tax an capital gain - separate block of income 
Total tax payable 


Saba 


[7,075,000» 12.5%] 


Income and tax thereon 
For the tax year 2022 


Income from other source (W-4) 

Taxable income 

Add: Share of profit from AOP for rate purpose 

Taxable income for rate purpose 

Tax liability [765,000 + (35% x 975. 0% % 

Tax liability an 1,600,000 (1,106,250/4,975,000) x 1,600,000 


(W-1) Income fram capital gain — separate block 


Gain from sale of shares of XOK Limited 
Gain from sale of shares PBB Limited 
Gain from sale of shares PBB Limited 
Loss from sale of shares of OOI Limited 


(W-2) Income from other sources - AOP 


Loan received in cash 


(W-3) Divisible income * 
Taxable income of AOP 
Share of Saba (13,500,000 x 14} 


e fro - 
Profit on debe 
Freelance income 


11 4 


(W-3) 


1,106,250 


[200,000 x (225-200)] 


[55,000 x (180—145)] 
[45,000 x (180—150)] 
[150,000 x (78-86)] 


Rupees 
8.500.000 
7,075,000 
5,000,000 

20,575,000 
(7,075,000) 
13,500,000 
4,090,000 
884,375 
4,974,375 


Rupees 


1,600,000 
1,600,000 
3.375.000 
4,975,000 


355,779 


5,000,000 
1,925,000 
1,350,000 
1 200,000) 


7,075,000 


5,000,000 
5,000,000 


| 


13,500,000 
3,375,000 


| 
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Answer-$ 
AOP 
Income & tar 
For the TY 2020 
Income from business (W-1) (loss of 11,000,000) 
Taxable income 
Tax liability 


c/f loss under the head income from business = 11,000,000 


(W-1) Income fram business-AOP 
As per question 
Add: Commission to SPL (Not allowed) 


Baqir 
Income and tax thereon 
For the TY 2020 
Total Income Taxable Income 
Add: Share of profit from AOP for rate purpose 
Taxable income for rate purpose 
Tax liability 
Omer 
Income and tax thereon 
For the TY 2020 


Income from business 

Taxable Income 

Add: Share of profit from AOP for rate Purpose [S.88] 
Taxable income for rate purpose 

Tax liability [765,000 + (35% x 2,000,000)) 


AOP 
Income & tax thereon 
For the TY 2021 
Income from business (W-2) 


Income from other sources — FTR dividend income 
Total incomc 
Less: Income from other sources — FTR dividend income 
Taxable incomc 
Share of SPL (Pvt. Limited (50% x 21,000,000) 
Taxable income - NTR 
Tax liability - NTR [765,000 + (35% x 6,500,000)] 
Add: Tax an final tax regime: 

- Dividend (4,000,000 x 1554) 
Total tax liability 
Less: Tax already deducted on dividend 
Tax payable to government 


Rs. 
— — 
— — 


(18,000,000) 
7,000,000 


(11,000,000) 


6,000,000 
6,000,000 
~ 6,000,000 
1,465,000 


21,000,000 
4,000,000 
25,000,000 
(4,000,000) 
21,000,000 
(10,500,000). 
10,500,000 
3,040,000 


600,000 
3,640,000 
600,000 


3,040,000. 


Cha — — 


Baqir 
Income and tax thereon 
p For the TY 2021 
Income from disposal of immoveable property ~ Separate block 
Holding period 3 to 4 years 
Total Income : : 
Less: Income from disposal of immoveable property 
Taxable Income 
Add: Share of profit from AOP for rate purpose (W-3) 
Taxable income for rate purpose 
Tax liability 
Tax liability - NTR 
Add: Tax on separate block of income 
Disposal of immoveable property (5,200,000 x 5%) 


Tax payable to government 
Omer 
Income and tax thereon 
For the TY 2021 
Income from business 
Taxable Income 
Add: Share of profit from AOP for rate Purpose (W-3) 
Taxable income for rate purpose 


Tax liability [765,000 + (35% x 4,800,000)] 
Tax liability on actual taxable income [(2,445,000/8,800,000) x 2,500,000] 


(W-2) Income from Business-AOP (2021) 
As per question 
Add: Cammission to SPL (Not allowed) 


Income from business — c/y 
b/f loss — Income from business - 2020 


(W-3) Divisible Income 


Income of AOP 

harc of Bagir 
Profit share (20/50 :30/50) EET 000 
Divisible income —— 


5,200,000 


5.200.000 
(5.200.000) 


4,200,000 
4,200,000 
{no need) 


Omer Total 
6.300.000 10,500,000 
6,300,000 10,500,000 
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RACTICE QU 

Question. income of AOP for the year j 

Mr. A and B are sharing profits as 2:3 in a shop Tun 1422 ron to shop run by them. "E 800,000, 
Mr. A and B have also provided the following details which do A " 

560, 

Income from business woo duis 
Income fram ether sources 310.000 
Zakat paid 20000 22 099 
Calculate the tax liability of firm and A end B? 

Questinn-2 n N 

Mr. C and D are sharing profits as 1:2 in a shop a run by them. Taxable income of AOP for the year is Rs, $00,099, 
Mr. C and D have also provided the following details which do aot relates to business run by - m! 

D 

Income fram capitel pain 900,000 

Income from business 250,000 $50,000 
Zakat paid 5,000 y 

, (10,000) 


Share of loss from another AOP 
Calculate the tax liability of firm and C and D? 


Question-3 
Mr. E and F are sharing profits as 1:1 in a shop a run by thers, Taxable income of AOP fi i 
n 1 ; or th 
Mr. E and F bas also provided the following details which do no! relates (o shop run by 545 n 


Income from business r s 
Income from salary 250,000 p 
meson 250,000 - 
Tax deducted by employer 2000 Per 
Charitable donations made io nen · profi organizatii <4 ; 
H i H 2 
Required: Calculate the tax liability of firm and E and F? o 
Question4 
Mr. G and H are sharing profits as [:1 i 
a J ‘lina shop nun by 
r. G and H have also provided the following r dt am; manne pt ite 88 
2 business i ö "o ^ 
i 
er eee n 
tions made to non-profit Organization pen ge 
Caleulste the tax liability of firm and G and H? 30,00 us 
Mr. [and 
îr, land J are sharing profits i 
Ppp, 25 1:2 in shop run 3 
provided the following details — — E AOP for the year is Rs. 800,000. Mt- 
Income from capita? pain 88 
Inzome from business 
ruht onsale of personal car ices 
of profit fram another A 
^" 250,000 
Calculate the tax liability of firm and | end j? p OU 
25,000 ` 


— et 
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Question-6 
ne — — eet ar. 24 partners A and B sharing profit and lom inthe ratio of 60:40, respectively. Profit 
Sales 
Less; Cast of sales 2,000,000 
Purchases 
Snlary to production manager Ne 
— 180,000 
her expenses t 00,000) 
———— @ 550,000 (1300009). 
Less: Salary to partner A 280,000 
Commission to partner B 40,000 
Depreciation on owned assets (c) 20,000 
Depreciation on finance lease (b) 15,000 
Finance charge on leased assets (b) 2.500 
Advertisement 23,500 
Provision for doubtful debts 10,000 
Other expenses (d) 30,000 (431,000) 
Add: Dividend income 10,000 
Net profit 219.000 
Additional information 
a) Other expenses include freight charges Rs, 18,000 single payment in cash. Aggregate freight charges for the 
year Rs.65,000, 
b) Lease rentals for the year are Rs. 18,000 
c) Tax depreciation is Rs, 90,000. 
d) Other expenses represent the following: 
* Loss on disposal of fixed assets 13,000 
*  Miscellancous expenses 40,000 
* Interest expense an loan utilized for purchase of fixed assets 5,000 
- Residential telephone bills of partner A 5,000 
- Bad debts recovered (disallowed by the tax department in the previous year when it was (33,000) 
claimed as bad debt expense) 
30.000 
c) Analysis of the liabilities reveals that the following amounts are outstanding for more than 3 years: 
Liability against purchase 80,000 
Bank loari 200,000 
40,000 
60,000 


Interest on tlie above bank loan 
Advance from customers 


Further information 
l. Mr. A has disclosed further following information: 


a) Business Income- PSI is Rs. 600,000 : , 
b) He has also paid donation to approved charitable organisations amounting to Rs. 15,000. 
c) Zakat paid during the year is Rs. 38,000. 


2. Mr. B has disclosed the following: 
a) Mr. B disposed off shares of a private company for Rs. 500,000 which were purchased by him 3 years ago 

in his personal capacity for Rs. 180,000. . 
b) He also disposed off shares of listed company nt à gain of Rs. 30,000 after holding them for a period of 3 


months. 
c) He suffered loss of Rs, 150,000 from another AOP GH brothers. 
d) He camed Rs, 20,000 from sale of personal car. 


e He camed dividend income of Rs. 10,000, 


Required: 
Caleulnte tax liability of members and AOP. 
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L N 
PRACTI U ONSS 
Answer-I AOP 
Income and ta thereon 
TY 20XX 
8 
Taxable income of AOP — 
Tax linbility of AOP (7.5% of 200,000) "- 
(W-1) Divisihle Income 
Taxable income of AOP — 
Share of A (800,000 x 2/5) 320,000 
Share of B (800,000 x 3/5) 480,000 
Tax liability of A 
Income from business 560,000 
Less: Zakat .. (0,000) 
Taxable Income 540,000 
Add: Share of profit from AOP for rate purpose [S88] 320,000 
Taxable income for rate purpose 860,000 
Tux liability 15,000 + (1596 of 60,000) 24,000 
Tax liability on actua] taxable income 24,000 
15,070 
(s 60500 540,000) 
Tax liability of B 
Income from ather source 
310,000 
Less: Zakat a 
—.— gan 
Add: Share of profit from AOP for rate Purpose 5.88 ' 
Taxable income for rate purpose * 88000 
Tax liability 
(168,000 x 7.826 12,600 
Tax liability on actual taxable income (12,600 
Vct pop * 288.000) 4725 
Answ er-2 
* AOP 
me and tax th 
Texable income of AOP TYAXX 5 
Tax liability of — 
y of AOP (7.5% x 200,000) 7050 
(W-1) Divisihle Income i 
Taxable income of AOP 
0 
2x 800,00) 
Share of D (800,000 x 1/3) 
Tax lishility o (800,000 x 25) 266,667 
Income from capital gain — 
Income from business 900,000 


N ——————— 
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anderer" 1,150,000 
Less: Zakat [S.60] p 
e ee en 1.145.000 
Add: Share of profit from AOP for rate purpose 18881 266.667 
Taxable income for rate. purpose LATI 667 
shor (75,000 + 21,667 x 20%) 117,333 
Tax liability on actual taxable income od B 1145000) 95,169 
Tar liability orn 
Income from other source 550,000 
Less: Zakat (17,000) 
Taxable Income 333,000 
Add: Share of profit from AOP for rate purpose [5.83] 533,333 
Taxable income for rate purpose 1,066,333 
Tax liability (15,000 + 266,333 x 15%) 54,950 
Tax liability an actual taxable income ( IMS le s33000) 27,466 
Answer-3 
" AOP 
Income nnd tax thereon 
TY 20XX ape 
Taxable income of AOP 8 : — 
Tax liability of AOP (200,000 x 7.5%) d 
(W-1) Divisible Income 
Taxable income of AOP $00,000 
Share of E (800,000 x 12) 400,000 
Share of F (800,000 x 12) 400,000 
Tax liability of E — 
Income from business d 
Income from salary 870 000 
Total Income G 300) 
Less; Zakat N ; DS 
Taxable Income 400.000 
Add: Share of profit from AOP for rate purpose — [S.88] 417 000 
Taxable income for rate purpose G 
Tax liability a * (75,000 * 147,000 x 20%) 104,400 
104,400 73,398 
Tax liability on actual taxable income (256 * 947,000) 
Less: Tax credit on charitable donation [S.61] (104,400/1,347,00D) x 20,000 (1,550) 
C is lower of: 20,000 ar 30% of 947,000 — 
Less: Tax deducted by employer = 115 


Payable to Government 
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Tes liability of F mm 
Income from business — (15009) 
Less: Zakat $32,000 
Taxable Income — 
Add: Share of profit from AOP for rate perpase [S58] — 
Taxable income for rate purpose 15,000 + 132,000 x 15%) 34,000 
Tax liability pem x 532,000) 19,864 
Tax liability on actual taxable income (Sines ' Di 
Payable to Government 
aor 
Answer Income and Tax Thereon 
TY 20XX m 
Taxable income of AOP — 
Tax liability of AOP 5 
(W-1) Divisible Income 
Taxable income of AOP — $50,000 
Share of G (450,000 x 1/2) 225,000 
Share of H (450,000 x 1/2) 225,000 
Tax liabllitv of G 
Income from business 420,000 
Total Income 420,000 
Less: Zakat [S.60] (3,000) 
Taxable Income 417,000 
Add: Share of profit from AOP for rate purpose [5.88] 225,000 
Taxable income for rate purpose 642,000 
Tax liability (42,000 x 7.59%) 3150 ——  — 
Tax liability on actual taxable income (= X 417,000) 2,046 
Less: Tax credit on charitable donations — [S.61 3,15 
C is lower of: 30,000 or 30% of 417,000 T BUSQUE MA dd 
Payable to Government 
Tex liability of H 2 
— 
Income from business 
Less: Zakat $50,000 
Taxable Income (18,000) 
Taxable income for rate purpose M 225, 
Tax liability 757,000 
Tax liability on actual taxable income 8 * 2.55) 11,775 — 
Gor 532000) 8,275 
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— — — ee 
Answers 
AOP 
Income and Tax Thereon 
Taxable income of AOP TY 20XX 800,000 
qax liability of AOP (200,000 x 7.5%) — 15900 
(- Divisible Income 
Taxable income of AOP $00,000 
Share ofl (800,000 x 1/3) 266,667 
Share of J (800,000 x 2/3) $33,333 
Tax liability of T 
Income from capital gain 800,000 
Income from business 250,000 
Total Income 1,050,000 
Less: Zakat — 
Taxable Income 1,050,000 
Add: Share of profit from AOP for rate purpose [S.88] (266,667 25,000) 291,667 
Taxable income for rate purpose 1,341,667 
Tax liability (75,000 + 141,667 x 20%) 103,333 
s 169333 x 80,870 
Tax liability on actual taxable income (“2322 x 1,050,000) 
Tax liability of J 
: " J 
Income and Tax Thereon 
For the TY 20XX 
Taxable Income 0 
Add: Share of profit from AOP for rate Purpose 18.88] — 
Taxable income for rate purpose . .$33333 
Tax liability (No need) ‘ 


Tax liability on actus! taxable income 
- Sale of personal car has no impact because as per the definition of capital asset persona) moveable property is not a 


capital asset. [S.37(5)] 


Answer-6 
AB Associates 
Taxable Income and Tax Thereon 
Tax Year 20XX 

Rs. 
Income from Business (W-1) 823,500 
Income from other sources — FTR dividend income 10.000 
Total income 835,500 
Less: Income from other sources — FTR dividend income (10,000) 
Taxable Income 823,500 
Tax liability (15,000 + 23,500 x 15%) 18,525 
Add: Tax on FTR (10,000 x 15%) 1.500 
Total tax 20,025 
Less: Tax on FTR deducted (1,500) 
Tax payable to government 18,525 
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(W-1) Income from Business - AOP 


Divisihle Income 823.500 Accounting Profit 
Taxable Income Add: Accounting Depreciation 
Salary to Partner-A 
Share of Profit A B Total Commission to Partner - B E — 
— Hi 280,000 Depreciation on owned Assets 
Salary 3 50,000 50,000 Depreciation on Finance Lease 
aerae! i 5,000 Finance Charges on Leased Assets 
idential Bi 195,400 488.500 is ion far doubtful debts 
293100 195,400 (Bal Prov s 
Profit Shzre(60:40) — S00 245,400 823,500 ) Loss on disposal of Fixed Assets d 
Residential Telephone bills of Partner-A [521()] 
iubility of M Liability against Parchase [534(5)] 
Tax Liability o Mr. A Accrued Interest [S.34(5)] 
Income fram Business — 609,009 
Total Income 600,000 Less: 
Less: Zakat [5.60] — 8,000) Tax Depreciation 
Taxable Income 562,000 Lease Rentals [S28(1)5)] 
Add: Share from AO? [5.85] $78,100 Accounting Bad Debts Recovery — [S29(1)(5)] 
Taxable Income For Rate Purpases 1,140,100 Dividend Income to be taxed under FTR 
Tax an above (15,000 + 340,100 x 15%) 66,01 151,000 
Income from business ` 825,500 
Actual tax (66,015/1,140,100 x 562,000) 32,541 EDEN 
Less: Tax Credit u/s 61 (66,015/1,140,100 x 15,000) (869) 
C is lower of (W-2) Tax bad deht recovery 
- Actus! Donation 15,000 Bad debt recovered 33,000 
- 30% of 462,000 168,600 Less: Actual Bad Debt 33,000 
Tax payuble to Govt, 31.672 Less: Previously Allowed — . (33000) 
Tax Liability of Mr. R - 
Income from capital gain -NTR (Disposal Prt, Co. shares) (500,c00- 
Mtas M" — gin Ne block (Disposal dicii 180,000) pei 
noome [tom er sources — dividen 
Total Income — 10,000 
Less: Income fram capital gain - separate bi 360,000 
Less; Income fram other sources — FTR 2 income (30,000) 
Taxable income under NTR 10 
Add: Share from AOP 320,000 
Tuxable laccene For Rate Purposes 45.400 
Tax an as shove — 
365499. 
Actual Tax ` 
Add: Tax on separate block m 
Add. Tax on FTR pria 15%) 00 
Less: Tax on Dividend — 
E 
4,500. 
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LECTURE NOTES 


Question-1 à io of 3:2 respectiv 
IM — ofan sssocintion of eons ed hare profis and e SSS De 2015: "b 
Following information has been extracted from BA's profit and less account — 


Additional information: 
^W of sales o IS Pee 
7 Provision of Rs. 75,000 against slow moving stores and spares. — 
(ii) —— Freight charges of Rs. 260,000, These were paid in cash to Momin Goods Transport for transporting goods 
to customers in Multaa. 
Admlalstrative and selling expenses Inclede: 
[0] Salary of Rs. 290,000 and Rs. 100,000 paid to Bagr and Asad respectively. 
ii) Bonus of Rs. 310,000 paid to Asad. 
(i) ^ Accounting depreciation of Rs. 600,000. It relates to a cer acquired oa 1 January 2015, on finance lease 
for Rs. 3,000,000. (Lease rentals paid during the year amounted to Rs, £57,000, The vehicle has been 
used 70% for business purposes and 30% for personal use.) 


Other income Includes: 

(i) present mpg istic pale 1 limited company. Shares were acquired on 
Baqir personal data: x 
During tbe year the Baqir besides his share ia the firm enjoyed income and sustained losses from the sources given 


(a) income from other source 5 
(b) Snare of loss from seother 22222 
" s association of persons 35,000 
30,000 
Required 
Under the provisions of the Incame Tax Ordinance, 200] 
net tax payable by AOP and Mr. Baqir for tax year * thereunder, compute the taxable income, 
owned assets. ume tax and accounting depreciation is same for 
Note: 
© Four should commence with the 


© Show all relevant exemptions, exclusions — tax figure of Rs. 5,800,000. 


E 
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uestion- 


A, B and C are members of an association of persons (ABC) and share profits and losses in ratio of 

5:3:2 respectively. ABC is engaged in the business of trading consumer electronics and has two independent 
branches in Tehran and Dubai. Following information has been extracted from ABC's profit and loss 
account for the year ended 31 December 2018: 


. EE 


Other Income [500,004 


ofit before taxation 


Cost of sales Includes: 
Closing stock which is valued at cost which is Rs, 1,300,000. However NRV is 1,100,000. 
Administrative and selling expenses include: 

(0) Commission of Rs, 290,000 paid to A, annual award of Rs. 310,000 paid to B and Rs. 
455,000 paid to MCB Bank Limited in final settlement of a Joan obtained by C for the construction of 
his house in Muree. 

(i) Eid milan party expense Rs. 12,000. 

(iii) Accounting depreciation for the year amounting to Rs, 400,000. (Tax depreciation is Rs. 300,000) 

Other Income Include: 

Profit on debt of Rs. 450,000 earned on fixed deposit account mairtained with a bank. The bank withheld income tax 
amounting to Rs. 45,000. (Tax rates are at end) 

Further Information 

The assessed business losses of tax year 2013 brought forward in year 2019 are Rs. 830,000, These include 
unabsorbed tax depreciation amounting to Rs. 705,000. 

Forelgn source Income ° 

For the year ended 31 December 2018 Dubai branch made a profit of Rs. 1,500,000 and Tehran branch made a loss 
of Rs. 1,800,000, These figures are not included in the above profit and loss account. 

Mr. A detalls: He earned Business income of Rs. 600,000. 


ired: . 
* taxable income, tax payable by ABC and amount to be carried forward, if any, for tax year 2019. 
(b) Calculate tax liability of Mr. A. (14) 


Note: Your computation should commence with the profit before tax figure of Rs. 4,500,000. Show all relevant 
exemptions, exclusions and disallowances. 


EXEMPTIONS AND TAX 
CONCESSIONS 


s» 9 e MS 


. Agricultural income [Sec. 41] 
. Agriculture produce as raw material [Rule-11] 


Diplomatic and United Nations exemptions [Sec. 42] 
Foreign government officials [Sec. 43] 


Exemptions under international agreements [Sec. 44] 


Exemption under Foreign Investment (Promotion and Protection) Act, 2022 [Sec. * 
President's honour [Sec. 45] 


Profit on debt [Sec. 46] 
Scholarships [Sec. 47] 


. Support payments under an agreement to live apart [Sec. 48] ; 

. Federal Government, Provincial Government, and Local Government income [Sec. 49] 
. Foreign-source income of short-term resident individuals [Sec. 50] 

. Foreign-source income of returning expatriates [Sec. 51] 

. Exemptions and tax concessions in the Second Schedule [Sec. 53] 

. Exemptions and tax provisions in other laws [Sec. 54] 

. Limitation of exemption [Sec. 55] 
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rrt CHAPTER 13 
MPTIONS AND TAX CONCESSIONS 
Agricultural income [Sec. 41] 
(1) Agricultural income derived by a person shall be exempt 
(2) "Agricultural income" means, - ME 
(a) any rent or revenue received by a person from land: 
Situated in Pakistan and 
used for agricultural purposes; 
(b) any income received by a person from land situated in Pakista - 
(i) agriculture 8 
(ii) the performance by a cultivator or receiver of rent- in- Kind of process employed for taking the produce 
to the market; or 
(iii) the sale by a cultivator or receiver of rent-in-kind of the produce, for which no process is performed 
other than a process described above; or 
(c) income from building is also agricultural income if: 
(i) building is owned and occupied by cultivator or receiver of the rent; 
(ii) building is located in the immediate vicinity of the land used for agricultural purpose 


(iii) building is used as a dwelling-house, a store-house, or other out-building by cultivator or receiver of 
the rent in-kind due to his connection with agricultural land. 


Agriculture produce as raw material IRule-11 


Where a person who is a cultivator or receiver of rent in kind uses agriculture produce as raw materials in his 
business, then business income shall be computed as follows: 


Total income : 
Less: Market value of agricultural produce used in the business as raw material 


XXX 
Lex) 
— 


Only above amount can be deducted. No other expense shall be allowed. 
The market value shall be calculated as follows: i 
CS r ee 
|. if produce is sold in the market in its raw state or the market price at the time it is used as raw 

after application of any process ordinarily employed | materials in the person’s business 

to render it fit to be taken to market 


2. in any other case 


Market price is sum of: 
a) the expenses of cultivation; and 
b) the land rent paid for the area in which the 


produce is grown, 


Diplomatic and United Nations exemptions (Sec. 42] y 


(1) , (2) The income of an individual entitled to privileges under the Diplomatic and Consular Privileges Act, and 
(3) 


the United Nations Act, shall be exempt. 


Any pension received by a citizen of Pakistan because of his former employment in the United Nations. It 
will be exernpt if person’s salary from employment was exempt. 


for services rendered to foreign government shall be exempt: 


ign country and not a citizen of Pakistan; 
ces as are performed by Federal Government employees in foreign country; 


ilar exemption to employees of the Federal Government. 
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Exemptions under international agreements [Sec. 44] ander a tax treaty shall be exempt. 
8 Pakistan-source income which Pakistan i POL gin fl Een shall be exempt if mentioned in an Aig 
rr rv received Dy 7 —Lp7 8 and a foreign government or py temat organization, 
where = 
(a) the individual is: 
* either a non-resident ot NET 
* aresident because of service e Aid Agreement. country; and 
(b) the Aid Agreement is witha foreign county, the individual is a citizen ofthat * 
th i from iven to Pakistan, T 
ð p B E i Qi Bra working as a contractor, consultant, or expert on a project in Pakistan 
shall be exempt from tax if provided for in a bilateralimuliiateral agreement between ederal Government 
and a foreign government or public international organization, where — 
(a) the project is financed out of finds given; 
(b) the individual is 
Leider a non-resident or 
a resident solely because of service under the agreement; 
(c) the income is paid out of the funds given. 
(4) Federal Government may for: 
official development assistance financed loans and 


- grants-in-aid 
exempt income of any person on a case to case basis (through a notification in the official Gazette). 


Exemption under Forelgn Investment (Promotion and Protection) Act, 2022 [Sec. 44A] 

In December 2022, ‘Foreign Investment (Promotion and Protection) Act, 2022 ['FIPPA"] was passed with a view 
* encourage, and protect, large scale investments in Pakistan. Through section 3 of FIPPA, the Federal 
ie iment has been empowered to notify any investment, sector, industry or project as *Qualified Investment’ by 
isting it in the First Schedule to FIPPA. Presently, the Reko Diq Project in the Province of Balochistan, includi 
the Reko Diq Mining Company (Private) Limited and its associated companies, have been listed in the 2 
Schedule to the FIPPA as Qualified Investment. ' mida 


Ordinance, 2001 in the following manner: 


(1) Taxes on income (including ca i 
Ordinance — aft he ance ta, withholding 


(2) All investors and shareho 

Second ond Tabs Sean jAalied investment, their associates 
exempt from taxes and oiher provisions of nt itd pany lenders on ons companies specified in the 
specified under the said Act for the perio Mpa rete er subject adem e any loan shall also be 
Extent provided i at the rate and in the manner 


said Act. 
— ATS eee ca 

in sub-sections (1) and (2). s 10, 109 and 1094, thal an Period and to the extent ified in the said 
(4) Rates of depreciation, initial allowance ang °° Spy Wo the persons and cansam mens 
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the 20* day of March, 2022 shall continue to be appli : 
.. ——. ̃ ae c sd 
(5) For the purpose section, the terms defi 

apply mutatis mutandis to this Ordinance. ned under the Second and Third Schedules to the said Act shall 


Exemptions to certain foreign residents or fi 
Refer Section 42,43 and 44 orelgn source income of residents 


President's honour [Sec. 45] 

(1) An allowance attached.to any Honour, Award, or Medal z be 
exempt from tax. ard, given to a person by the President of Pakistan shall 

(2) Any monetary award granted to a person by the President of Pakistan shall be exempt from tax. 


Profit on debt [Sec. 46] 

* (interest) received by a non-resident person on a security issued by a resident shall be exempt from tax 

(a) the persons are not associates; 

(b) the security was widely issued by the resident person outside Pakistan for raising a loan outside Pakistan. The 
loan is used in a business in Pakistan; 

(c) the interest was paid outside Pakistan; and 

(d) the security is approved by the Board. 


Scholarships Sec. 47] 
Any scholarship granted to a person to meet the cost of education shall be exem 


directly or indirectly by an associate it will not be exempt. 


pt. If the scholarship is paid 


Support payments under an agreement to live apart [Sec. 48] 
Any income received by a spouse as support payment under an agreement to live apart shall be exempt from tax. 


Federal Government, Provincial Government, and Local Government income [Sec. 49] 

(1) The income of the Federal Government shall be exempt from tax. 

(2) The income of a Provincial or a Local Government in Pakistan shall be exempt from tax. However "Income 
from Business" derived by a Provincial/Local Government from a business outside its jurisdictional area 
will be chargeable to tax. 

(3) Any person making payment to the Federal/Provincial/Local Government shall not deduct tax. 

(4) Exemption shall not be available in the case of: : 

a) corporation, company established by or under & Federal or a Provincial law 
b) corporation, company set up, owned and controlled, by the Federal or a Provincial Government. 
The above rule applies ignoring the fact that the ultimate destination of income resides with Federal or a 


Provincial Government. 


Foreign-source income of short-term resident individuals [Sec. 50] 


(1) The foreign-source income of an individual will be exempt from tax if- 
(a) he is a resident solely because of his employment; and 
(b) he is present in Pakistan for a period or periods not exceeding 3 years. 
(2) However under following circumstances foreign-source income of an individual will be chargeable to tax- 
(a) any income derived from a business of the person established (outside Pakistan due to presence) in 
Pakistan; or 
(b) any foreign-source income brought into or received in Pakistan. 
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Foreign- Income of returning expatriates [cc SI) who was not a resident individus] ; 
(0) rede aber d income derived by a citizen of Pakistan In a 133 a resident shall be exempt de 
any of the 4 tax years preceding the tax year in which the individua 
tax: 
© in the tax ye in which the individual became a resident and 
in che following tax year, 
(2) Already covered under the head Income from Salary. 


Example i * 910. 
Mr. Aslam has been residing in America since 2000. He rctamed to Pakistan on 13* June 201 
Following is the details of his income 


| — Pakisun source 
Calculate kis taxable income for all the years under the two independent scenarios? 
(a2) He has not brought all his foreign source income in Pakistan. 
(b) He brought all his foreign source income in Pakistan. 
Answer 
In both cases solution is same as fallows: 
| Incomefrom business — — — | — 2010 | — 2031! [ — 202 | 200 | 
|. Pakisansoure OO 200000 | ^  300000| ^  2000000| 300,000. 
Foreign source Not Exempt as per | Exempt as per 600,000 
chargeable as | S. 501) S. 5101) 


non-reisdent 
— — E 0⁰⁰ 500,000 200.000 900,000 


Exemptions and tax concessions in the Second Schedule [Sec. 53] 
(1) The incomes/persons specified in the Second Schedule shall be - 

(a) exempt from tax. 

(b) charged at iawer rates. 

^d allowed a reduction in tax liability. 

exempted from the operation of any provi: i 

(1A) Where any income is exempt it shall bet rins 8 
(2) The Federa) Government or 


effect " 
" nanc sacrae oer irr ri a beginning on any date before or after the commencement of the 
ederal Government shall P 
Schedule ia a financial yeas place before the National Assembly all amendments made by it in the 2nd 


Exemptions und tax provisions ín other laws [Sec, 54| 
Ordinance; 
Ordinance; 


t Ordinance: or 
(d) exempt the operation ol any provision of this Ordinance l 


unless it is also mentioned in this Ordinance, 


— RR 


_— 
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Limitation of exemption [Sec. 55} 


Where any income is exempt from tax, the exemption shall be limited to the original recipient and shall not extend 
to any n receiving any payment out of that income. 


I. Honda Cars company earned income from business of Rs. 100. 
2. Ii paid Rs. 29 (100 x 29%) as income Lax on its income from business. 
3. ttis decided that Rs. 71 left is to be distributed to shareholders as dividend 


4. Now Honda while max ing payment of dividend will deduct tax of Rs. 10.65 QI x 1555). 
of section 


I. A company earned agricultural income of Rs. 100 

2. It paid Rs. O as income tax on lis income from business because agricultural income is exempt, 

3. Itis decided that Rs. 100 is to be distributed to shareholders es dividend. 

4. Now Company while making payment of dividend will deduct tax of Rs. 15 (10D x 1594) because 
exemption was available to the original recipient of income only, it will not extend to shareholder receiving 
dividend out of company's income from business. 
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ICAP PAST PAPER NS 


er completing his employment contract 


Question-1 
Pakistan in November 2004 aft 


Mr. Ali, s Pakistani Citizen, reterned to . 
United Arab Emirates (UAE). He worked till October 2004 in UAE where there was no tax on salaries Mr. An is in 
any. 


Pakistan since then and has been employed by a local comp i 
Explain the tax implication on Mz. Ali's income, eamed in UAE and Pakistan, for the tax year 2005. (04) 


has been assigned to work in Karachi, in its subsidiary 


Question-2 
The initial assignment of two years commenced on 


Mr. Abdullah, an employee of a Malaysian based company, 
company which is registered under the Companies Act, 2017. 
March 1, 2009 and would be extended subject to mutual agreement : 
Mr. Abdullah's remuneration will be paid in Malaysia, details of which are given below: 
Nature of Income Amount in 
Equivalen 


: UT AU IC NNNM AE Y ETEERERES 507 
Pakistan source salary income fer the tax year 2009 5,750,000 
| Pakistnn source salary income for the tax yes ee cie 2010 17,250,000 
| Foreign source sal lasy Income tor boe tor year 2009 — 0 LL [Bl] j| ; income for the tax year 2009 12,000,000 


ear 2010 


Foreign source salary income for the tax 


Required: 
(a) — "y residential status of Mz. Abdallah under the Income Tax Ordinance, 2001 for the tax year 2009 
(b) Compute taxable income of Mr. Abdullah for the tax 1 78 
€ years 2009 and 2010, Support your computation on 
(Q.5 September 2009) 


Question-3 
Margaret, 2 German national was employed as o Technical 
Manager of Faiza Chemi i i 

— od iecur ares 1 "ka erm Under the terms of plenty 8 
details of which are as follows; REA NN ONCE rcu p n 
- Workshop Session in Lahore: A fee of USS | i 

pee 3 bn pa credited to her bank — y — a — 
— in Munich: A fee of USS 25000 vas received in Germany in her Munich bank account 

orkshop A fee of USS 20,000 was remitted to her bank account in Karachi 


Required: S 

Discuss the taxability of th i 

net. € amounts received by Margaret for Conducting the workshop sessions during tax year 
, (06) 


(Q.3(b) September 2012) 


Explain the trestment of 
n ent of foreign source inceme for 
() Joseph. a South African cricket coach į x year 2017 under the following i 
g independent situations: 
m 4. During the tax year 2017, he ee im Pakistan under an Pech et woman du 20 July 
ca and brough: 25% of the income to Pakistan source income from his business established in Sout! 
(04) 


On 15 January 2016 farben retuned tp 


(ii) 
Pakistan si i Pakistan 
since then. During the tm year 2017, be see 


London after 10 years and has been living in 


London. 
ved GBP 5,000 & return from his investment i? 
(02) 
(Q.2 (b) September 2017) 
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lan 
Under the provisions of the Income Tax Ordinan i 
E 20x In the following ce, 2001 compute taxable income or loss under correct head of 
Mrs. Races separat from her spouse due to certain disagreements, Under i art, her spouse 
i . an agreement to live her 
ded ker a hause and paid cash of Rs 150,000 per month as support payment. The fair eich 2 of the house 


is Rs.50,000 per month, (02) 
(Q.2 (a) March 2018) 


uest 
cem has agricultura] land in Thatta which is being used for the cultivation of sugarcane. During the year, he 


Nad 

cultivated 200,000 tonnes of sugarcane. Out of total cultivation, 140,000 tonnes of sugar cane was sold to a 

mill at a price of Rs. 4,550 per lon whereas the remaining quantity was utilized in M ron sugar mill. During the 
year, there were no other purchases of sugar cane by his sugar mill. 

The sale of his sugar mill stood at Rs. 310 million whereas total expenses 
Rs. 19 million. There was no opening and closing stock of sugarcane. 


Required: 
Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, c 


of Nadeem for the tax year 20X8. 


other than the raw material amounted to 


compute the taxable income 
(04) 
(Q.4 (a) March 2018) 


{fice of Lewis Consulting, Inc. (LCI) situated in New York, USA, On I 


Question-7 ; 
Mohsin has been working at the head o 
r two years as Country 


January 20X8, LC] had established its branch office in Pakistan and had sent Mohsin foi 
Manager for looking after the Pakistan operations. 
During the tax year 20X9, apart from salary income, 


on is December 20X8, he conducted a seminar 
manager transferred the amount (nèt of tax) direct; 


Mohsin earned/received the following amounts: 
in USA for a fee of USD 18,000. On his request, the event 
y to his personal bank account in Islamabad on 10 January 


20X9. 
LI On 31 May 20X9, he camed income from his business established in USA and brought 40% of the income 
to Pakistan- 
Required: 
Under the Income Tax Ordinance, 2001: 
(i) state the residential status of Mohsin for the tax year 20X8. (01) 
(ii) discuss the taxability of his foreign source incomes for the tax year 20X9- (04) 
(Q.2 (b) March 2019) 


Question-8 
On 1 July 20X1, Mrs. Ahmed separated from her spouse and decided to live apart with her six years old son. Below 


are the extracts of clauses from the agreement to live apart: 


() — Mr. Ahmed will pay Rs. $0,000 in cash every month 
son's monthly sc 


to his spouse, 
hool fee of Rs. 10,000. 


(H) te. Ahmed will continue to pay his 

(iil) df. Ahmed will transfer the ownership of a shop in her spouse's name, The shop was already in use by a 
tenant at a monthly rent of Rs. 85,000. Mrs. Ahmed will be entitled to receive the rent from the date of 
transfer of ownership in her name. J 
On 1 September 20X1, the ownership of the shop was transferred in her nume. 

Required: 

Under the provision of the Income Tax Ordinance, 200! briefly explain the tax treatment of the above arrangement 

in the income tax return of Mrs. Ahmed for the tax year 20X2, Also specify the head of income under which each of 

the above receipts will be classified. (04) 

(Q.4(2) March 2021) 


(Computation is not required) 
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, Concessions 
^ » ^ jons and Tax Con 
Chapter 13: Exempti S 


TI reasonable explanation on the tax 


Anewe! ae d 
This was a slightly difficult question 
implication on income camed UAE and Pais 


bo was not a resident individual in any of 
i jgan inaa ax V igent shall be exempt from tax 
^ oreet individual became T dividual and in the following mae 
the fou tx years preceding the tax year in Ty became a reside 
this Ordinance in the tax year in which is treated as exempt. If we assume that h 
s . : 
stay is fes period of less than 4 years the dug 
The income cammed in Pakistan is fully 


Note ! 

Since be is noa-resident for the x year 2009, only his Pakistan source income is taxable. [S.11(6)] 
Note 2 

Foreign source income of Mr. Abdallah is exempt from tax because: IS. 50 

* be is a resident ndividizal in Pakistan solely by reason of the individual's employment; 

* be is present c Pakistan for a period or periods not exceeding three years, and 

* his foreign source income was n received in pi u 


Aner) 

Workshop Session in Lahore 

As it is Pakistan Source income of resident, therefore n 
Y sii Mp: 


"argeable to tax in normal way. 


As per the provisions of ITO, 2001 LS. 50], the fores P , 
(a) he is a resident individual solely by — pr d cmm ofan individual will be exempt from tax if- 
d ridet eddie E, Pei a dig 
As she ts resident dil solely " 

Period or periods nat Pase mr n - cce individual's employment and she is present in Pakistan for u 
foreign source income is etema from tax. her from rendering servi bei 

55 dus ia DEAS ces in Munich being 
As per the provisions of ITO, 200) [5.50 

(a) he ts a resident Nd d. Al soleh by r iecome e ; 
(b) hes present e Pus for a pee o t diis epe deal be exempt from tax if- 
However if az) foreign-source income i penods hee and 

exempt As the come is temined ty 2 years, 


dot 
— eh 


„ — 


i 


Chapter 13: Exemptions and Tax Concessions 
Eu 
n . 
o foreign-source income of an individual will be exempt fi E 

(a) he is a resident solely because of his — E tax if- 

NE see Pakistan for a period or periods not exceeding 3 years. 
However forcign-source income will be chargeable to tax if it is brought imo or received in Pakistan. [S.50] 
As Mr. Joseph is a resident solely because of his employment and he is present in Pakistan for a period or periods 
not exceeding 3 years therefore 75% income from business eamed in South Africa will be exempt from tax. 
Remaining 25% will be chargeable to tax as it is brought into Pakistan. IS. $0 (2) (b) 
ii) . . 
Any foreign source income derived by a citizen of Pakistan in a tax year who was not a resident individual in any of 
the 4 tax years preceding the tax years preceding the tax year in which the individual became a resident shall be 
exempt from tax; 
e inthe tax year in which the individual become a resident and 
in the following tax year. 
Since Farhan is returning expatriate so his foreign source income from investment in London in TY 2017 is exempt 
from tax. In the given situation he became resident in TY 2017. 
Agswer-s 
Taxable income (Note) 7 


Note: Any income received by a spouse as support payment under an agreement to live apart shall be exempt from 
tax. Therefore Rs 150,000 per month as support payment and the fair market rent of the house Rs.50,000 per month 
is exempt from tax, 


Answer-6 A 
Taxable income Rs. in mill. 
Exempt income - Agricultural income (Rs. 4,550 x 140,000) 637 
Income from business 

ts: a 

Less: Fair value of produce (Rs. 4,550 x 60,000) 

Less: Other expenses 

18 
Total Income 655 
Less: Exempt income - Agricultural income (637) 
Taxable income 18 
7 


i) An individual shall be a resident individual for a tax year if the individual is present in Pakistan for a period 
of, of periods amounting in aggregate to, 183 days or more in the tax year. As Mohsin is present in Pakistan 
for a period of 181(31+28+31+30+31+30) days in tax year 20X8, he would be considered as non-resident 
for tax year 20x8. 

ii) The foreign-source income of an individual will be exempt from tax if- 

8) be is a resident solely because of his employment; and 

b) de is present in Pakistan for a period or periods not exceeding 3 years. 
However under following circumstances foreign-source income of an individual will be chargeable to tax 
ifany foreign-source income is brought into or received in Pakistan, IS. 50] 
Mohsin has eamed fee of USD 18,000 in USA. However, the amount has been brought into Pakistan on 10 
January 20x9 to his personal bank account. Therefore this foreign source income will be taxable because it 
is brought into Pakistan. 
Similarly, income from business earned in USA will also be taxable to the extent it is received in Pakistan 
i.e. 40%. The remaining 60%6 will remain exempt as all of the above mentioned conditions are fulfilled, 
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000 x 10). 


X1 is Rs. 880, 


Income from Property of Mrs. Ahm 
ownership of shop i.e. 0] September 2 
income from property for the tax year 20 
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LOSSES 


l. 
2. 
3. 
4. 
3. 
6. 
T: 


Set off of losses [Sec. 56] 

Set off of losses of companies operating hotels [Sec. 56A.] 
Carry forward of business losses [Sec. 57] 

Carry forward of speculation business losses [Sec. 58] 

Carry forward of capital losses [Sec. 59] 

Limitations on set off and carry forward of losses [Sec. 59A] 
Foreign losses [Sec. 104] 
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eee 
l CHAPTER 14 
LOSSES 


Set off of losses |Sec. 56] 
(1) A person can set off a loss under a head of inc 
head salary. 


However loss of capital gain and speculation business in current year cannot be set off against any other head. 


(2) A loss under any head of income which is not : : 
under following heads can be carried fo set off, cannot be carried forward to next, year. However loss 


a, Income from business — non speculation 
b. Income from business -speculation 
c. Income from capital gain 


G) If there is a loss under the head “Income from Business” (non-speculative business) and a loss under another 

head, the priority will be given to another head, 

No loss can be adjusted against following incomes: 
- income falling under final tax regime (such as dividend income) or 
separate block incomes (such as gain on securities) 


-  Exempt income (such as agricultural) 


ome against any other head for the year except income under the 


Rules for Current Year 
C^. VU Minus “loss” V Head eut "Profit" C IFS -1 


Fryt Minus & profit £ Head» loss “IFCG” ai“IFB (spec.)" -2 
Conclusion 

Ready CCL " profit K IFS 1 
3.4 Ready CL - "Loss Y IFCG, IFB(speculation) 2 


Rule for Carry forward 
Loss KIFCG ^! IFB (non-spec.), IFB (Spec.) -3 
x Minus Profit C Same Head /f Jv 6 


Carry forward of business losses [Sec. 57] 

(1) , (2) If loss in a tax year under “Income from Business" (non-speculation) is not set off in the current tax year, 
then unadjusted loss shall be carried forward against future business income (non-speculation) upto 6 tax years 
next following the tax year in which the loss occurred. 

(2B)The loss of a resident company engaged in hotel business in Pakistan (after the first day of July 2020) shall be 
carried forward for a period of 8 years. 

(3) The loss of the earliest tax year shall be set off first. 

(4) The [oss due to depreciation, amortisation and initial allowance deductions (allowed under sections 22, 23 and 
24) that has not been set off, it shall be set off against the income from business (after setting off loss under sub- 
section (1)), in the following tax year and so on until completely set of. The amount not setoff shall be added 
the relevant amounts in following years. [4 
If taxable income for current is equal to or more than Rs.10 million than brought forward depreciation, 


amortization and initial shall be set off against 5096 of income. 
(5) The deductions relating to lion, initial allowance and amortization shall be adjusted at last. 
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xampic 


2015 


Profit before Depreciation — 
Tax Depreciation 
Other Information 
Loss Before Depreciation = E 5 
Tax Depreciation (enabsorbed) 20 
Required: Calculate taxable income and loss io be carried forward. 
Solution: 
Profit befi iati 2015 26 
it before Depreciation — Ex 


Less : Loss Before Depreciation 
Less: Tax Depreciation c/y 
Less: Tax Depreciation b'f (lower of): 


(Wf) =8 
- (7x 50%) 7 2.5 


Taxable Income 


(8-3.5) 


Carry forward tax depreciation 


Carry forward of speculation business losses [Sec. 58] 

(1) Loss under the head speculation business for the current tax year shall i other speculation 
business for the current year, omm oe 

(2) Ifthe loss is not wholly set off, the unsdjasted loss shall be carried forward against future speculation busi 
income upto 4 tax years next following the lax year in which the loss occurred. " * 

(3) The loss e the earliest tax year shall be set off first, 

Carry fornari? of capital Insses |Sec. 59] 

(% ) Loss under the head “Capital Gain" current other 
income, bat loss shall be i ml aos uw m unu apis my aw 

ied forward and will be adjusted inst fi i in income years 

next following the tax year in which the loss occurred enmt ul * 

(3). The loss of the earliest tax year shall be set off first. 

Limitations on set off and carry forward of losses Sec. 59, 

(4) (b) A person who has succeeded another person in a bud 
forward) the loss of other person arising under section $6, ry 2 inheritance), he cannot set off (or carry 

+ 58 or 59 against his income. 


Note for students Also refer ter | z 
Note: Also write down $ "e 2 AOP for remaining provisions of See. 59A 


Foreign losses [Sec. 104) 
u) Deductible expenses in derivi 


Q) If expenses exceed the farei i 
E^ source i 
f Income i 
orward and will be adjusted against future inco ra da of income, the foreign loss shall be carried 
0) The loss of the earliest tax Year shall be E S cc dam 
(4) For apportionment of deduction (as per § gor UL 
— speculation business i. 2 td 
n fi ree income and Pakistan 
j ore un loss cannot be set of A Source 
> Pakistan Source meumes TA 


— 


Chapter 14: Losses 


E le-1 [S. 104 (1) and 

Details of Mr, Yasir's “foreign source" incomes and expenses for tax year 2016 are as under: 
Gross income * 

70 


o 
8 8 


Expenses 
Required: 
Calculate taxable income? 
Answer 
Income from Business a 
Income from Other Source (50-10) 0 
Note: Deductible expenses. in deriving foreign-source income under a head of income shall be 
deductible only against that income IS. 104(1)]. 


Sicp-2 
Income from Other Source 
Taxable income 


Income from Business- Loss C/f 
Note: If expenses exceed the foreign source income under a head of income, the foreign loss shall be carried 


forward. 


Example-2 |S. 104 (4)] 
Following are the details of income provided by Mr. Tayyab for tax year 2016: 

Rs. in mill. 
Gross recelpt Expense 
Pakistan business (non-speculation) 80 10 
France business (non-speculation) 25 5 
France business (speculation) 37 7 
142 22 


Additional information: 
In addition to the above expenses, Tayyab incurred an advertisement expense costing Rs 6 million for his business 


promotion and the advertisement was simultaneously broadcasted in Pakistan and France. 


Required: 
Calculate taxable income? 


Solution; 


Mr, Tovyah 
Pakistan business (N-S) (80 - 10-3) 67 
France business (N-S) (25-5-1) 2 


67-72 


France business (S) 
Taxable income 
or nment * 
Pakistan business (non-speculation) (6/142 x 80) 3 
France business (non-speculation) (6/142 x 25) 1 
France business (speculation) (6/142 x 37) 2 
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: Losses 
Chapter 14: Losses l Chapter 14 
Calculate Taxable income in all eases - iness loss 
Example 1 . i Less: wf busine 
Mr. Asim has provided you the following details: . IY2010 Ty 201) Taxable income 
200,000 — ——. Carry forward of business loss 
Income From Salary (600000) 700.0 TY 2015 z 
Income From Business (Non-speculason] " Income From P 
Solution Less: b/f business loss 
TY 2010 200,000 Taxable income 
Income From Salary : 5 Dead loss 
Income From Business (Non-speculation) 0000" 20 , 
Taxable income ' : 6 —€==_ Income From Business 
Business loss of Rs. 600,000 will be carried forward till TY 2016. Taxable income 
Ty 2011 Example 3 
Income From Business 700,009 — Trom Business 
Less: bf business loss - TY 2010 Mo. Income From Salary 
— — ——!00,000 Solution À 
Example m Sal 
2009 — 2010 011 20012 203 20M 2015 2016 saam med 
1 200,000 100, 50, n 
he * sa Carry forward business loss 
Other 
source Example 4 


448,000 


Income From Business (Speculative) : 
Income From Business (Non-Speculative) 
Income From Capital Gains 


Income (400,008) 50.000 20,000 
From 
Business 


TY 2009 


Salutian 
Income From Other Source TY 2010 
Income From Business 200,000 income fram business (S) 
Taxable income (400,000) Income From Capital Gains 
Carry forward business loss ————— = 
Ty 2010 200,000 Less: Income From Business (N-S) 
Income From Other Source Taxable Income 
Income From Business 100,000 
Less: b ſ business loss 50,000 iYy200 
Taxable income ; (200,000) 4 Income From Business (N-S) 
8 of business loss 100,000 Taxable Income 
Income From Other Source 150,000 5 Toe loss 
Income From Business n 
Less: b'f business loss 50,000 al 
Taxable income 20,000 cs Ls Business Qu) 
un ewe of business loss 130900) — a Less: tuf — — i (S) 
Income From Business 130,000 income From Capital gain — 
Less: b/f business loss 755: b'f loss from capital gain 
Taxable income 30,000 Toxable Income 
Carry forward of business loss 130,000 C/T Speculatian loss 
Du —(130000 . C/E Capital loss 
ncame From Business — 0.000 Example 5 
Less: bf business loss 100,00 
Taxable incame l i 
. 10,000 ncome From Business (Speculative) 
Carry farward of business uss 100.000 Income From Business (Non-Speculative) 
308 From Other Sources 


90,000  - 


—MM 


- 301 — 
— — — mm ~ 


2010 


300,000 


(400,000) 
200,000 


— — 


15,000 


(90,000) 


75,000 


10,000 
(75,000) 


——— 


65,000 
448,000 
448,000 


(150,000) 
20,000 


20.000 
20.000 
150,000 


2011 2012 


(80,000) 40,000 


600,000 900,000 
(90,000) 70,000 


(400,000) — 
— 


600.000 
600,000 
(80,000) 
(90,000) 


900,000 


(80,000) - 


900,000 
(40,000) 
(20,000) 


TY 2010 TY 2011 


(200,000) — (100,000) 


(400,000) 40,000 
150,000 25,000 


CamScanner 


Chapter 14: Losses 


ution 
TY 2010 
Income From Other Sources 
Income From Business (N-S) 
Taxable income 
C/f of losses: 
Income From Business (S) 
Income From Business (N-S) 
TY 2011 
Income from other sources 
Income From Business (N-S) 
Less: b/f loss from business (N-S) 
Taxable income 
C/ of losses: 
Income From Business (S) 
- 2010 
- 2011 
Income From Business (N-S) 


Example 6 


Income From Salary 

Income From Business (N-S) 
Income From Capital Gains 
Income From Business (S) 


Solution 
TY 2010 


Income From Salary 
Income From Business (N-S) 
Taxable income 
C/f of losses: 
Income From Capital Gains 
Income From Business (S) 


Income From Salary 
Income From Capital Gains 

Less: b/f capital loss 
-Income From Business (S) 
ss; b/f loss from speculative business 
le income 
osses: 
ncome From Capital Gains 
come From Business (S) 
ncome From Business (N-S) 


From Property 
From Business 
From Other Sources 


40,000 


(250,000) 


200,000 


100,000 


TY 2010 


25,000 


40,000 
(80,000) 
(200,000) 


45,000 


(80,000) 


50,000 


(200,000) 


35,000 
150,000 
30,000 
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150,000 


(400,000) 


— — 


200,000 
250,000 


25,000 


25,000 


————— 


300,000 
210,000 


TY 2011 
90,000 
(30,000) 
45,000 
50,000 


25,000 


- 40000 
65,000 


600,000 
(700,000) 
(200,000) 


600,000 


(200,000) . 
400,000 


(700,000) : 


— — 
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C/f of loss: 

Income From Business 
Example 8 
Income From Capital Gain 
Income From Business 
Income From Other Sources 


Solution 
Income From Capital Gain 


Income From Other Sources 
Taxable income 


Dead loss Income from Other Sources 
C/f of loss: 
Income From Business 


Example 9 
Income From Business (N-S) 
Income From Business (N-S) 
Income From Business (N-S) 
Income From Salary 
Income From Business (S) 
Income From Business (S) 
Income From Business (S) 
Income From Capital Gains 
Income From Other Sources 
Solution 
Above data can be simplified as follows: 
Income From Business (N-S) 
Income From Salary 
Income From Business (S) 
Income From Capital Gains 
Income From Other Sources 
w we start i ion: 
Income From Salary 
Income From Other Sources 
Income From Business (S) 
Income From Capital Gains . 


Income From Business (N-S) 
Taxable Income 


xample 
Following data is provided: 


Income From Property 


b/f loss: Income From Business 2009 
Solution 

Income From Business (N-S) 

Income From Property 

le income 

Income from Property 


Income From Business (Non-Speculative) 


— Shop A 
— Shop B 
Shop C 


— Transaction D 
— Transaction E 
— Transaction F 


(200,000 — 150,000 — 80,000) 


(40,000 — 50,000 + 20,000) 


90,000 
10,000 
50,000 


300,000 


600,000 
(200,000) 
(700,000) 


600,000 
(700,000) 


100,000 


200,000 


200,000 
(150,000) 
(80,000) 
80,000 
40,000 
(50,000) 
20,000 
50,000 
90,000 


(30,000) 
80,000 
10,000 
50,000 
90,000 


80,000 


150,000 
(30,000) 120,000 


200,000 


2011 


700,000 


(800,000) 
400,000 


700,000 


(800,000) 


0 


100,000 
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Example 11 
Income From Business 


Income From Capital Gains 


Solution 

Income From Business 
Taxable Income 

C/f of loss: 


Income From Capital Gains 


Example 12 

Income From Capital Gains 
Income From Property 
Solution 

Income From Capital Gains 
Income From Property 


Taxable Income 


Example 13 
Following data is provided for TY 2011: 


Income From Business (N-S) 
b/f losses: 
Income From Business (N-S) 


Solution 
Income from business (N-S) 
b/f loss — 2005 


b/f loss — 2008 


C/f of loss 
- Income from Business 


Example 14 


Income From Business 
Income From Other Sources 
Income From Business 


- PSI 
- PSI 
- FSI 
- FSI 


- PSI 
- PSI 


- FSI 


- FSI 


- 2005 
- 2008 
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Chapter 14: Losses 


Example-1 
Mr. B has disclosed following data for TY 2011. He . so works on part time basis in ABC Company limited. 


Rs. 
Income from Salary 50,000 


Income from business X (non-speculative) (700,000) 
Income from business Y (speculative) 200,000 
Income from other sources (100,000) 
Income from Capital Gains 50,000 


Compute the amount of loss to be carried forward. 


Solution 
Rs. 
Income from Salary 50,000 


Income from Capital Gains 50,000 
Income from Business Y (speculative) 200,000 

250,000 
Less: Loss Income from other sources (100,000) 

150,000 
Income from business X (Non-speculation) (700,000) - 
Taxable income 50,000 
Loss from non-speculation business to be carried forward (550,000) 


Loss under the head “Income from other sources” is adjusted first because loss under the head Income from other 
sources cannot be carried forward whereas loss under the head “Income from business” can be carried forward. 
Business loss (Non-Speculation) of Rs. 550,000 will be carried forward till TY 2017. 


depreciation 


Income from business-TY 2010 50,000 160,000 
B/f loss-TY2009 600,000 170,000 


Calculate taxable income for TY 2010 and loss to be carried forward? 


Solution 


Business current year before depreciation ($0,000 + 160,000) 210,000 
s of Tax Year 2009 before depreciation (- 600,000 + 170,000) (430,000) 


me Nil 
oss to be carried forward related of Tax year 2009 (220,000) 


to be carried forward (160,000 +170,000) 330,000 
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Example-3 


3) Assessments completed 


Unabsorbed 
Tax year Cif loss for the year after EE -—À 
unabsorbed depreciation depreciation 


20,000 
Calculate taxable income for the tax year 2009 after adjustment of losses 


Solution 
TAX YEAR 2007 
Profit before depreciation 30,000 
Less: B/f business loss before depreciation of 2002 i _(195,000) 
Taxable income 0 
c/f Loss before depreciation 2002 l 165,000 
c/f Loss before depreciation 2003 25,000 
c/f Loss before depreciation 2004 10,000 
c/f Loss before depreciation 2005 5,000 
c/f Loss before depreciation 2006 5,000 
c/f Depreciation (5,000 + 5,000 + 10,000 + 5,000 + 5,000 + 10,000) 40,000 
TAX YEAR 2008 
Profit before tax depreciation 10.000 
Less: B/f normal business loss before depreciation of 2002 (165 000) 
Taxable income Sea 
Dead loss 2002 
c/f Loss before depreciation 2003 l pee 
c/f Loss before depreciation 2004 i 
c/f Loss before depreciation 2005 beet 
c/f Loss before depreciation 2006 5,000 
* 5,000 
000 + 30,000 
70,000 
depreciation: 220,000 
25,000 
10,000 
5,000 
— 3:000 Las ooo) 
or the year 175,000 
- 20,000 
x depreciation 155,000 
; 70,000 
85,000 
CS 
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ICAP PAST PAPER QUESTIONS 


Question-l amed income of 


A taxpayer was dealing in the business of textile garments during the tax year 2005 has e 
Rs. 199,237. He has assessed brought forward losses for the tax year 2004 as follows: 

business of steel Rs. 101,356 

sales of shares of private company Rs. 105,505 " 


i k out his total income for tax year 2005. 
Vati oer d (Q.6 March 2001) 
Q estion-2 ‘ . 
— write a brief note about the adjustment of loss incurred under any head of income in the current year. (3) 
(Q.6 September 2002) 
Q estion-3 
Briefly explain the law relating to set-off and carry forward of losses? (7) 
(Q.3 (b) September 2003) 
Question-4 i 
Describe the provisions relating to set-off and carry forward of foreign losses under the Income Tax Ordinance, 
2001? 
(Q.8 September 2004) 
Question-5 


e records of Mr. A show the following results: 


Loss under the head “income from other source" after setting off dividend income of Rs. 30,000 (20,000) 
Income from speculation business 10,000 
Capital gains on disposal of shares of private limited companies 20,000 


Loss from textile business after considering tax depreciation of Rs.290,000 (410,000) 


You are required to work out the following: 
i. taxable income; 
ii. tax liability; and 
iii. amount of loss that can be: 1 
= adjusted against any other head of income; 
c carried forward for a maximum of six years; 
z carried forward for indefinite period. (6) 


7 
Question-6 (Q.7 (b) March 2006) 


What do you understand by the term "speculation business" as referred to in the Income Tax Ordinance, 2001? 
Briefly discuss the rules relating to set off and carry forward of losses arising out of speculation business. (4) 
(Q.4 (b) March 2007) 


ax Ordinance, 2001 a deduction for capital loss is allowed when consideration received on 
et is less than its cost. What is the exception to this rule? 


(6) 
(Q.6 (a) March 2007) 


Df the Income Tax Ordinance, 2001 regarding set off and carry forward of | 
iness" and "Capital Gains", TT osses under the 


(7) 
(Q.6 (b) March 2009) 
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Qu ti -9 ` * + B 
Vr ei Emad (IE) formed his business two years ago. During the latest tax year, IE's Pakistan source incom, 
amounted to Rs, 2,500,000, , " 

Following are the details of its foreign source incomes, tax paid thereon and foreign losses brought forward for the 


mounis Foreign tax Foreign losses 
Heads of income income paid brought forward 
— cin iU: 


— v Rupees — 
200,000 — | 250,000 
[Non-speculation business | ^ (100000)| o -|  — 7 
750,000 | — —75,000 ROT 
1,250,000 | 187,50] —— ^ 77 
The foreign tax credit relating to income from other sources which remained unadjusted during the last tax year 
amounted to Rs. 50,000. 


Required: 
Calculate total tax payable and foreign tax losses to be carried forward to next year (if any). (8) 
(Q.3 (b) March 2013) 
uestion-10 
Explain the term ‘Foreign losses’. State the provisions relating to set off and carry forward of foreign losses, under 
the Income Tax Ordinance, 2001. (4) 
(Q.6 (b) March 2014) 


Question-11 
Aslam is a resident taxpayer who operates his business from Lahore (LHR) and Paris (PAR). In August 2014, he 


established a new branch in Berlin (BER). . 
Following information is available in respect of his business operations for tax year 2015; 
LHR PAR BER 


Rs. in million 


Income / (loss) from business 29 40 (15) 
Advance taxes paid in respective countries during the year 10 5 3 
Income from capital gain (net of income tax of Rs. 3 million) = 27 : 
Carried forward losses: 

Loss from business 

Capital loss i a . 


The following amounts paid by Aslam in respect of BER have b 
i i een ch ‘ 

Salaries for the first three months amounting to Rs s million, icin ai : 
expense for the year amounting to Rs.7 million, 


inance, 2001 calculate the tax payable by Aslam in the tax year 2015 
Next year, if any. (09) 
(Q.6 March 2015) 
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uestion -12 
Lone Traders (LT), a sole proprietorship, is en 
bulk quantities. Following information uad Sape sim 


i Wheat sold to fi las. f : 

p 0 dise a Rs. p nu, in Punjab amounted to Rs. 13,000,000. The sale was made after allowing 

(% LT paid Rs. 600,000 to a eee for the deren ir Bross profit margin was 25% on gross sales. 
quality of wheat it purchases from the SUN development of a formula which is likely to improve the 

(iii) hte sai 1 i o : future Contract with Mubarak Enterprises (ME) for the purchase of 500 metric 
also agreed to -h nthe ber metric ton. The delivery was expected to be made in October 2015. ME 

: In it 2015 urchase the entire lot at the price prevailing on the date of sale. 

(iv) ic price of maize increased to Rs, 18,240 per metric ton and LT sold the entire lot to ME 
without taking delivery, 

(v) a incurred expenditure of Rs. 25,000 in respect of above future contract. 

(vi) ^* PEPA selling and distribution expenses amounted to Rs. 2,500,000. These included a penalty of 

. . 45,000 which was imposed due to late payment of sales tax on wheat. 
(vii) Assessed losses brought forward from previous year were as follows: 


the business of buying and selling of Maize and Wheat in 
d from LT's records for the year ended 31 December 2015: 


Rupees 
Trading business loss $50,000 
Speculation business loss 300,000 
Capital loss 250,000 
Required: 
Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute LT's taxable 
income (loss) and the amount of loss to be carried forward, if any, for tax year 2016. (10) 
(Q.1 March 2016) 
Question-13 


On 1 July 2015 Mehreen joined a local newspaper as an investigative journalist at a salary of Rs. 300,000 per month. 
Tax deducted u/s 149 from her salary amounted to Rs. 40,000 per month. 
Following are the details of her income received from Germany; tax paid thereon and brought forward foreign losses 


for tax year 2016: 


Heads of income Foreign income/ Foreign tax Foreign losses 
(loss) paid brought forward 

Rupee — 
Speculation business 600,000 110,000 (380,000) 
Non-speculation business 1,480,000 187,600 - 
Other sources (1,500,000) 8 » 
Capital gain 950,000 76,000 (1,800,000) 


On 1 May 2016 Mehreen resigned from her current job and joined Akhbar Merhaba (AM), an Arabic newspaper in 
Dubai, as editor-in-chief on a monthly salary equivalent to PKR 1,200,000. AM paid 50% of-her salary in Dubai and 
emitted the remaining 50% to her bank account in Pakistan through normal banking channel. Mehreen remained in 


Dubai during the rest of the tax year 2016. 


visions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute the taxable income, 
ble by or refundable to Mchreen for tax year 2016 and the amount of foreign losses or forcign tax credit, 
i (10) 


fried forward. 
relevant exemptions, exclusions and disallowances. (Q.8 September 2016) 


isions of the Income Tax Ordinance, 2001 regarding set off and carry forward of losses under the 


from business - (04) 
TO i as ö 
m speculation busine (Q.4 (c) March 2018) 
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uestion-15 = . : 
Jamil and Company (JC) is the sole trader of a branded tea m Pakistan. In addition to the trading business, 2 is also 
engaged in forward purchasing and selling of tea to reap the benefits of price fluctuation in local 5 international 
markets. Following information has been extracted from the records of JC for the year ended 30 June 20X8: 
(i) ^ Detail of trading and speculation businesses (forward purchase and sale) were as follows: 


Speculation 
business 


cu — —— —i— 


(ii) Total administrative and general expenses for the year amounted to Rs. 7.2 million. This amount includes a 
penalty of Rs. 0.4 million paid to the custom authorities. 
(iii) Assessed carried forward losses from previous years are as follows: 


Trading 
business 


Rs. In million 


Losses from trading business 12.8 
Losses from speculation business || 96 | 
Capital losses (incurred in 20X2) 


Under the Income Tax Ordinance, 2001 and Rules made thereunder, compute JC's taxable income / (loss) and 
the amount of loss to be carried forward, if any, for the tax year 20X8. (06) 


(Q.3 (c) September 2018) 


uestion-16 
Following information pertains to Ms. Ayesha for the tax year 2021 


Rs. in million 


Income from non - speculation business 
Income from property 


Gain on sale of jewellery | —— 22 


Gain on sale of listed securities 5 
Loss from speculation business 

Loss on sale of shares of a private compa ly 

Loss on sale of antique 


(1.6) 
Loss on sale of listed securities | — (60) | 
Loss from agriculture 


— a 


(4.5) 


e Tax Ordinance, 2001, discuss how the above losses can be set off a 


imount of losses that can be carried forward for adjustment against he oe Cobain al 


r future incomes. (08) 
(Q.2 (b) September 2021) 
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ICAP PAST PAPER SOLUTIONS 


Answer-l 

His total income will be calculated as follows 

Business income 

Current year profit 199,237 
b f business loss (101.356) 
Total Income 97,881 


Capital loss cannot be adjusted against business profits so it will be carried fon in normal way till TY 2010. 


Answer-2 

A person can set off a loss under a head of income against any other head for the year except income under the head 
salary. However the loss under the head capital gain and speculation business in the current year cannot be set off 
against any other head.[S.56(1)] 

If there is a loss under the head “Income from Business" (non-speculative business) and a loss under another head, 
the priority will be given to another head. [S.56(3)] 


Answer-3 
Section 56, 57, 58 and 59 in short form. 


Answer-4 

If the expenditures exceed the total foreign source income under a head of income, the foreign loss shall be carried 
forward and will be adjusted against future income under the same head upto 6 tax years next following the tax year 
in which the loss occurred. [S.104(2)] 

The loss of the earliest tax year shall be set off first. 

For apportionment of deduction (as per S. 67) — 

(a) income from speculation business is a separate head of income; and 

(b)  . foreign source income and Pakistan source income shall be separate heads. 


Answer- 
i) 
Particulars Rs. 
Income from speculation business 10,000 
Capital gains on disposal of shares of private limited companies 50 000 
30. 
Less: Loss under the head IFOS (20, 000730, 000) (50,000) 
Taxable income = 
ii) Only the dividend income is chargeable to tax and he is not required to pay any tax on it as tax deducted 
- will be treated as final discharge of his tax liability. 
111 
. Adjusted against any other head of income — IFOS 30,000 
Remaining (30,000-50,000) 20,000 is dead. 
. Carried forward for a maximum of six years, loss from (410,000-290,000) 120.000 
business excluding depreciation to be carried forward till 
next 6 years 
Carried forward for indefinite period, loss due to 290,000 
depreciation 
Sec. 19(2) 


ising from speculation business in the current year cannot be set off against any other head. 
ard Sec. 58 
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A loss arising on the disposal of following assets will not be recognized: [S.38(5)] 
(a) A painting, sculpture, drawing or other work of art; 
(b) jewellery; 
(c) a rare manuscript, folio or book; 
(d) a postage stamp or first day cover; 
(e) n coin or medallion; or an antique. 


Answer-8 

Set off i i 
Where a person sustains a loss for any tax year under the head income from business, the person can set n 
against the person's income, if any, chargeable to tax under any other head of income for the year except salary. 

The loss arising from capital gain in the current year cannot be set off against any other head. [S.56(1)] 


Carry forward 
Section 57 and 59 
Answer-9 
Emad Imran 
Income and tax thereon 
Pakistan source income 2,500,000 
Speculation - FSI 500,000 
Less: b/f Loss 250,000 250,000 
Capital gain - FSI 750,000 
Less: b/f Loss 1,500,000 . 
Other source - FSI 1,250,000 
Taxable income I 4,000,000 
Tax liability (465,000 + 30% x 1,000,000) " 765,000 
Less: Foreign tax credit Speculation (lower of) 
- Actual 125,000 
- Average rate (765,000/4,000,000 x 250,000) 47,813 (47,813) 
Less: Foreign tax credit Other Source (lower of.) 
Actual 187,500 
- Average rate (765,000/4,000,000 x 1,250,000) 239,063 (187,500) 
Tax payable to Government e 
RH non-speculation - FSI 1,000,000 
c/f capital gain - FSI - (1,500,000 - 750,000) 750,000 


— a a — ite 
credit which i un diu ied during last ve 


T.Cannot be carried forward so Rs. 50,000 is ignored. 


reign source income for a tax year under a head of income. 


iS. 


tax year and set off against the foreign source income 
all be carried forward to more than 6 tax years 
ed. [S.104(2)] ": 
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Mr. Aslam 
Income and Tax Thercon 
TY 2015 


Income from business-Pakistan Source (LHR) - 
Income from business-Foreign Source 8 = 
Less: Brought forward business loss 3) 


Income from capital gain Foreign source N (2743) 
Less: Brought forward business loss 
Taxable income 


Tax liability (765,000 + 35% x 61,000,000) 
Less: Foreign tax credit on capital gain income (lower of) 
- Actual Foreign tax paid 23 
- Pakistani tax paid = 22.12/65 x 24 2 8.17 
Less; Advance tax paid for Pakistan source business income 
Tax payable to/refundable from Government 


- c/f business loss of Rs. 42 (13 - 55) million to next year. 


_Rs. in million - 
4] 


bl b4 


Note: As there is foreign source business loss, so no tax credit will be allowed of Rs. 5 million and Rs. 3 million 


paid in foreign country. . 
(W-1) Income from business — LHR 


Income from business — as per question 
Add; Expense wrongly charged 

- Salaries 

- Rent expense 


(W-2) Income from business - BER 
Income/(loss) from business — as per question 
Less: Expenses not charged 

- Salaries 

- Rentexpense 


-3) Forei e income usi 


BER 2 


29 
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Answer-12 Lone Traders 
Taxable income/(Loss) 
Tax Year 2016 
Rs, i 
. 1347 N 
Income from business (non-speculation) — current year (W-1) — 
Less: b/f Trading business loss m 
Income from business (speculation) — current year (W-2) 00) 
Less; b/f speculation loss - 
Taxable income — 
— ER 
c/f business loss — speculation (300 - 213) 87 
c/F Capital loss 250 
(W-1) Income from business non-speculation Rs, 000 
Sale before discount (bal.) n 680 
Less: Discount (60) 
Sales after discount 13,000 
Less: Cost of sales (bal.) (9,500) 
Gross profit (13,680/100 x 25) 
Less: Contribution to research institute 15 
Less: Admin and selling expense (2500 - 45) x 13,680 T. 
13,680 + 9,120 (1,473) 
1,347 
-2) Income from business s eculatio 
ales (Rs. 18,240 x 500 metric ton) 
Less: Cost (Rs. 15,800 x 500 metric ton) i pm 
(7,900) 
yu Expenditure on above transaction 25 
Admin and selling ex l 
expense (5309 — 45) x 9,120 e 
, od 9, 120 (982) 
— 3 
— — 
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Answer-1 
C j Mehreen 
omputation of taxable income and income tax liability 
For the tax year 2016 
Rs. 
Pakistan source income 
Salary Income (300,000 x 10) 3,000,000 
Foreign source income 
Speculation - Foreign Source Income 600,000 

Less: b/f Loss (380,000) 220,000 
Non-Speculation — Foreign Source Income 1,480,000 
Capital gain - Foreign Source Income 950,000 
Less: b/f Loss 1,800,000 = 
Taxable income 4,700,000 
Tax liability (765,000 + 35% x 700,000) 1,010,000 
Less: Foreign tax credit Speculation (lower of:) 

- Actual foreign tax 110,000 

- Pakistan tax (1,010,000 /4,700,000 x 220,000) 47,277 (47,277) 
Less: Foreign tax credit non-Speculation (lower of:) 

- Actual foreign tax 187,600 " 

- Pakistan tax (1,010,000 /4,700,000 x 1,480,000) 318,043 (187,600) 
Total tax liability 715,123 
Less: Tax deducted at source (40,000 x 10) (400,000 
Tax payable to/refundable from Government — 375,123 
c/f Other source- Foreign Source Income 1,500,000 
c/f capital gain - Foreign Source Income (1,800,000 - 950,000) 850,000 
Notes: 


l. Salary income of Rs. 1,200,000 per month from AM is not taxable. As per section 51(2) of ITO 2001, where a 
citizen of Pakistan leaves Pakistan during tax ycar and remains abroad during a tax year then salary income 
earned outside Pakistan during that tax year shall be exempt from tax. 

2. Foreign tax credit which is unadjusted cannot be refunded, carried back to preceding year or carried forward to 
following year. 


iness losses [Sec, 56 

an set off business loss against any other head for the year except income under the head salary. 

hich is not set off, cannot be carried forward to next year. However loss under Income from business non 

h can be carried forward. 

loss under the head “Income from Business" (non-speculative business) and a loss under another head, 

y will be given to another head. 

ard of business losses [Sec. 5 

; in a tax year under "Income from Business” (non-speculation) is not set off in the current tax year, 

usted loss shall be carried forward against future business income (non-speculation) upto 6 tax years next 

the tax year in which the loss occurred. 

iss of the earliest tax year shall be set off first. 

s due to depreciation, amortisation and initial allowance deductions (allowed under sections 22, 23, 23A 
that has not been set off, it shall be set off against 50% of the income from business (after setting off 
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ileomplstely schon — 
- 00% set off in followi 


However depreciation, amortisatian and ini Mio 
onif thet taxable income for the year is less dus Re ance and amortzation shall be adjusted at last. 
(5) The deductions relating to deprecation. 
(ii) 
against any other head. Loss under Income from 


i If 
Loss of speculation business in current year cannot be set o 
business = speculation can be carried fi 


f z n | £ 1 , 2 
() Loss under the head speculation business for the current tax year shall be set «T eie any dier Speculation 
business for the current year. carricd i i i 
(2) If the loss is not wholly set off, the unadjusted loss shall be forward against future speculation business 
income upto 6 tax years next following the tax year in which the loss occurred. The Joss of the earliest tax year 
shall be set off first. 
Answer-15 
Jamil and Company 
Tusable income/(Loss) 
Tax Year 20X8 
RS in NIIog. 
Income from business (trading) (non-speculution) ( W. 1547 : 
Less: bif non-speculation loss (12.8) 2.67 
— — 
Income from business — speculation (W-2 
Less; Wf speculation loss " c : m 
Taxable income — 29 - 
2.67 
oT business loss = Speculation — (9. 73) 
1.87 
Capital loss of Rs. 2 million cannot be 
camed forward 
20x5 oben year as the period of six tax years expired in tax year 
Sale LI 
Less: Cost of. sales 
Gross profit eet — 
Less: Admin and General en 
| expenses 4 x40 20 
Net Profit 60 ee 
w : z 15.47 
Less: Cost of sales 
Gross profit (bat) 200 
Admin and expen m 
General E (190) 
Net Profit 600 "e n 


—— S 


we 
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It can be carried forward e 
speculation gain upto next 6 tax 
following the tax year in which the loss 
Tier 3.6-2.5) can be 
The loss of Rs. I Im (3.6-2. 

carried forward only against future capital 
gain upto 6 tax years next following the tax 
year in which the loss occurred. 


V cannot be set off against any 
other head of income. 


This is a capital loss and it can be 
set off against capital gain on sale 
of jewellery of Rs, 2.5m. 


This loss shall not be recognized. So, no question of set off or carried forward of 
this loss arises, 

This is a capital loss and it can only 
be sct off against capital gain on 
sale of listed securities of Rs. 4m. 


The loss of Rs. 2m (6-4) can be carried 
forward only against future capital gain on 
disposal of securities under section 37^ 
upto 3 subsequent tax years. 


cannot be adjusted against 


Loss on sale of 
listed securities 


Since agriculture income is exempt from tax, this loss 
any other income. 

It can be set off with income from | The remaining loss of Rs. Im (15 + 3 — 19) 
business (non-speculation) and cannot be carried forward. 


income from property. 
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22. 
LECTURE NOTES 


Example 1 * ) 
Income From Salary (40) 
Income From Other Source 

Solution 

TY 2019 200 
Income From Salary — y 
Taxable Income — GÀ 


Income From Other Source Loss Dead = 40 


Example 1A TY2019 
Income From Business " 
Income From Property (60) 
Solution 
TY 2019 
Income From Business 40 
Less: Income From Property . 
Taxable Income 0 
Income From Property Dead loss = 20 
Example 2 
TY2019 
Income From Business (Non-speculation) 300 
Income From Other Source (40) 
Solution 
TY 2019 
Income From Business (Non-speculation 
Less: Income From Other Source * ) p 
Taxable Income 260 
Example 3 — 
Income From Salary 1 
Income From Business ^ : 
Income From Other Source (Non-speculation) 90 
Solution (30) 
rv 2019 
Income From Salary 
Income From Business 50 
Less: Income From Oth er Soure ini qu! ab 90 
Taxable In cor ] (30) 60 
110 
TY2019 
90 
(55) 
Gain Loss 90 
55 
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E le 
Income From Business 2 TY2019 
Income From Business scent 200 
Solution (60) 
9 
Income From Business non- : 
Taxable Income aren) ——m 
" . 200 
c/f Income From Business Loss (speculation) — i 
Ex le 
Income From Salary T 
Income From Property 700 
Income From Capital Gain (250) 
Income From Other Source (120) 
Solution 
19 
Income From Salary 400 
Income From Property 700 
Less: Income From Other Source (120) 580 
Taxable Income 980 
c/f Income From Capital Gain Loss 250 
Example 7 
a. 220132013 
Income From Salary 50 100 
Income From Other Source 30 200 
Income From Capital Gain (70) 20 
Solution 
TY 2012 
Income From Salary 50 
Income From Other Source 30 
Taxable Income 2o 
c/f Income From Capital Gain Loss 70 
TY 2013 
Income From Salary 100 
Income From Other Source 200 
Income From Capital Gain > 
Less: b/f loss from Capital Gain — e 
Taxable Income 300 
ne From Capital Gain loss 50 
2012 2013 
30 200 
(Non-speculation) (70) 20 
om € Source Income 30 
ie from business (Non-speculation) (70) 
40 


pusiness loss (Non-speculation) 
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20 
TY 2013 - 0 
Income From Other Source 
Income from business (Non-speculation) — — — 
Les: b/f Income from Business (Non-speculation) 200 
20 
c/f Income From Business loss (Non-speculation) 
Example-9 ia 
70 
Income From Salary A . : 90 
Income From Business (Non-speculation) (60) 
Income From Business (speculation) (50) 
Income From Other Source Q0) 
Income from capital gain . 
Calculate the taxable income in TY2011? 
Solution . 
TY 2011 70 
Income From Salary 1 
Income From Business (Non-speculation) ka M 
Less: Income From Other Source (50) 
Taxable Income 110 
c/f Losses: : 
Income from business (speculation) 60 
Income from capital gain 30 
Example-10 
Father has sustained loss in TY2010 (30) 
Father passed away and business Was transferred to son in TY 2011 
Son has earned profit in TY201] 40 
Calculate the taxable income of son in TY2011 
Solution 
TY 2011 
Profit " 
b/f los ? 
10 
ined loss ciclo in TY2010 Q0) 
mess to asim Akram in Ty 20 
profit in TY20} H 
[Pme of Wasim Akram in TV2011 40 
40 
— — — 
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Sales 

; Expe - 
Less; TaX Depreciation . 
Loss 


ED 


Loss before depreciation ( 50 + 30) — To be c/f for 6 years 
Tax depreciation (c/f till completely set off) 


Example-13 | 

Continuing from example-12 following is the data for next tax year: 
Sales 

Less: Expenses 

Less: Tax Depreciation 

Profit 


Solution 

TY 2011 

Profit before depreciation (+35 + 75) 
Less: b/f loss before depreciation 


Less: Current year depreciation 


Less: b/f depreciation 
Taxable income 
c/f depreciation (15 - 30) 
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RETURNS, ASSESMENTS AND 
APPEALS 


Return of income (Sec. 114.] 
. Business bank account [Sec. 114A] 
. Powers to enforce filing of returns [Sec. 1 14B] 
. Persons not required to furnish a return of income [Sec. 115] 
Wealth statement [Sec. 116] 
Foreign income and assets statement [S. 1 16A] 
Notice of discontinued business [Sec. 117] 
Method of furnishing returns and other documents [Sec. 118] 
Extension of time for furnishing returns and other documents [Sec. 119] 
. Assessments [Sec. 120] 
Best judgment assessment (Sec. 121] 
12. Amendment of assessments [Sec. 122] 
. Revision by the Commissioner ISez. 122A] 
- Revision by the Chief Commissioner [Sec. 122B] 
- Agreed assessment in certain cases [Sec 122D] 
Provisional assessment in certain cases [Sec. 123] 
- Assessment in relation to disputed property [Sec. 125] 
Evidence of assessment [Sec. 126] 
- Appeal to the Commissioner (Appeals) [Sec. 127] 
Procedure in appeal [Sec. | 28] 
21. Decision in appeal [Sec. 129] 
s Appointment of tlc Appellate Tribunal [Sec, 130] 


YO 66 LJ CN t^ de t2 P) — 


— 


SSS ASS 


order [Sec. 124] 
dify orders, etc. [Sec. 124A] 


196-1 CamScanner 


Pp 


Chapter 15: Returns, Assessments and Appeals 


CHAPTER 15 
RETURNS, ASSESMENTS AND APPEALS t 


Íncome tax authorities [Sec. 207] 
There shall be following Income Tax authorities:- 
(a) Federal Board of Revenue (Board); 
(b) Chief Commissioner Inland Revenue; 
(c) Commissioner Inland Revenue; 
(d) Commissioner Inland Revenue (Appeals); 
e) Officer of Inland Revenue — 
(i) Additional Commissioner Inland Revenue; 
(ii) Deputy Commissioner Inland Revenue; 
(iii) Assistant Commissioner Inland Revenue: 
Return of income [Sec. 114] 
(1) Who is required to file a return of income 
The following persons are required to furnish a return of income for a tax year: 
(a) every company; 
(ab) every person (other than a company) whose le income ar exceeds Rs. 600,000; 
(ac) ^ non-profit organization; 
(ae) every person whose income for the year is subject to final taxation 
(b) A person who,- 
(i) has been charged to tax in any of the 2 preceding tax years; 
(i) ^^ claims a loss carried forward; 
(iii) ^ - owns immovable property with a land area of 500 square yards or more or 


- owns any flat 
located in: 


e areas falling in the municipal limits; or 
areas in a Cantonment; or 
the Islamabad Capital Territory; 
(iv) owns immoveable property in rating area with a land area of 500 square yards or more; 


(v) owns a flat in a rating area having covered area of 2,000 square feet or more; 

(vi) owns a motor vehicle having engine capacity above 1,000 CC; 

(vii) has obtained National Tax r: or 

(viii) holds commercial or industrial connection of electricity if annual bill exceeds 
Rs.500,000. 


(ix) ^ isaresident person registered with any: 
Chamber of Commerce and Industry or 
trade or business association or 
e market committee or 
e professional body including Pakistan Engineering Council, Pakistan Medical 
and Dental Council, Pakistan Bar Council or any Provincial Bar Council, 
Institute of Chartered Accountants of Pakistan or Institute of Cost and 


anagement Accountants of Pakistan; or l 
dent individual required to file foreign income and assets statement (under section 


Ses Of persons notified by the Board (with the approval of the Minister in-charge) 
icome from business exceeds Rs. 300,000 but does not exceed Rs. 400,000 in a- 


artic 
dual and in other cases it shall be signed by person's representative, 
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(d) shall contain evidence of payment of ps per return. 
(e) shall contain a wealth statement (u/s 116); an ó : : 
(f) shall be accompanied with a foreign income and assets statement (as required under section 116A) 


(2A) Is return filed electronically considered as correct under the law -— 
A return filed electronically on web or any computer readable media will also be treated as return. The d 


Board may make rules for: 


a determining eligibility of the data of returns "- 

D eee er. who will digitise the data of returns and trans mit it to the Income Tax Department 
under their digital signatures and — 

c) other matters relating to electronic filing. 


Method of filing of Tax Return is discussed in S. 114 (2),(2A),(7 


(3) Can Commissioner demand a return of income from a person for a period of less than 12 months 


The Commissioner may give notice to a person to furnish a return for a period of less than 12 months, if- 


(a) the person has died; . m 
(b) the person has become bankrupt or gone into liquidation; 


(c) the person is about to leave Pakistan permanently; 

(d) the Commissioner otherwise considers it appropriate. 

The return will be furnished by the due date specified in the notice. 
(4) Can Commissioner demand a retu income from a person 


If a person has not furnished return, Commissioner may, by notice, require him to file it within 30 days of 
date of service of notice. Commissioner may allow a longer period or shorter period. 

(5) For how many last completed tax years Commissioner can demand a return of income from a person 
The above notice may be issued for any of last 5 completed tax years or assessment years: 


Further if a person has not filed return for any of the last 5 completed tax years, notice may be issued for 

one or more of the last 10 completed tax years. , : 

The time limit provided above shall not apply if Commissioner is satisfied that a person who failed to 

furnish return has foreign income or owns foreign assets. 

Q. On October 17, 2012 Commissioner issued notice to Mr. B to file his return of income for the TY 
2007. Is the commissioner justified in issuing the notice? 

A. Commissioner is not justified in issuing the notice as the above mentioned notice may be issued in 
respect of any of the last 5 completed tax years. 
: ow given question, commissioner may issue a notice for tax year 2008, 2009, 2010, 2011 or 


Power of Commissioner to call for return is discussed in S. 114 (3 ,(4),(5 
(6) Can return once furnished be revised subsequently and what are the c itions 
5 z vis tare the onditions attached thereto 
a person discovers any omission or wrong statement in a return, he may revise it by fulfilling the 


following conditions: 


(a) it is accompanied 2 n revised accounts or revised audited accounts, However Commissioner 
iy waive this condition if he is satisfied that filing of these accounts is not necessary 
WE reason for revision, in writing, signed by him, l 


approval of the Commissioner, | i iti i 
i ithin 60 days of filing of return: 1owever this condition shall not apply if 
3510 8 . 
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The Commissioner shall gra DD ; 

eo Fe Brant approval in case of a bonafide omission or wrong statement, 
Mr. Ahmad filed his retum for 
January 2013. What benefit will 
approval within 60days, 
Answer 


Where the Commissioner has not passed an ord 
da 


lax year 2011 on 30” 
be available to tax 


September 2011. He filed a revised return on 1" 
payer if the commissioner has not passed an order of 


ne ised an order of approval in writin isi within 60 
from the date revision was Tequired, it will be assumed that Cor 1 has alieni ig 


Explanation of S.1 14(6) 


Original Return is 
filed on 30-9-16 
Taxpayer decided to file 
"m revised return on (Late) 


Scenario - | Scenario - 2 


15 Jan. 17 


15 Oct. 16 


No approval 
of Commissioner 


: à — [ncome in revised Income in revised 
is required retum is more return is less 
OR OR 
— Loss in revised — Loss in revised 


return is less return is more 


No approval Approval is 
is required required 


Commissioner has given 
approval by 16 Mar. 17 


> cu 
(ony) Yes No pci S 
(Commissioner) 
Revised return It will be assumed 
is valid that revised return 


is approved 


Income] | Govt will 
Loss | | be happy 
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uired to be paid when filing a revised return (Procedure of filing revised return 


Following amounts wil! be paid at the time of filing a pod rum: iced 
Time of furnishing revised return Amo 


i — * No pena 
Before receipt of notice of audit Tax short paid/evaded + default surcharge + No ty 
c i a 


During audit and before receipt of show | Tax pointed out by Commissioner + default surcharge +25 
penal 
i ndment of assessment | % of pena l 
cause notice er aoe cause notice for | Tax evaded + default SS ND | x this 
A assessment amount is paid the show cause notice s effect 
amendm 


(7) If a person files a return it will be assumed that he himself has signed it, unless he proves otherwise. 


(6A) How much amount is 


NEU mane — Pes to the Commissioner the bank account utilized by the taxpayer for business 
(2) rera account shall be declared through original or modified registration form. 

"Business bank account" means a bank account utilized by the taxpayer for business transaction declared to the 
Cer ueniam entice: ROP or hate 2o to declare through FBR e-portal. 

re onan ee en be inadmissible while computing income from business u/s 21. 


Powers to enforce filing of returns [Sec. 114B] . , 
(1) The Board has power to issue income tax general order to persons who are not appearing on active 
taxpayers’ list but are liable to file return (under the provisions of the Ordinance). 


Q) The income tax general order (issued above) will have the following consequences for the persons 
mentioned therein: 


(a) disabling of mobile phones or mobile phone SIMS; 
(b) discontinuance of electricity connection; or 
(c) discontinuance of gas connection. 
(3) The Board or the Commissioner (having jurisdiction over 


order) may order restoration of mobile phones, mobile ph 
if he is satisfied that — 


(a) the return has been filed; or 
(b) person was not liable to file the return, 
(4) A person shall be included in the general order if following conditions are fulfilled: 
x onis i. of return (under sub-section (4) of section 1 14) has been issued: 
te of compliance of the notice (under Sub-sectio i 
53 e ill n (4) of section 114) has elapsed and 
Persons not required to furnish a return of income [Sec. 115] 
(3) p ted i i ing of 
Following persons: 
(a) A widow: 
(b) an orphan below the age of 25 years: 
(c) a disabled person: or 
(d) à non- resident person. 


income for a lax year solely by : 
owning immovable Property wi Sania 
"Seng imn With a land area of 


the person mentioned in the income tax general 
one SIMS and connections of electricity and gas, 


areas falling in the municipal limits; or 
areas in a Cantonme 


the ia nt; or 
: € 'slamabad Capital Terr. 
ming immoveah| : in n; 
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Ex lc- 


Miss, Salma a Widow h " z 
85 as shared the following information with you for tax year 2021: 


She owns a car having engine capacity 
Conclusion: She is req. to file return as per S.114 (1) (ab) 


Rs. 700,000 
1,200 cc 


Exan 


Miss. Tahira a Widow has shared the following information with you for tax year 2021: 
Taxable income R “Ss. 200,000 
She owns a ear having engine capacity l l 300 cc 


Conclusion: She is not required to file a return of income. 


Example-3 
Miss. Iram a Widow has shared the following information with you for tax year 2021: 

Taxable income Rs. 280,000 
She is a resident chartered accountant. ii 
Conclusion: She is required to file return as 


S.1140 


Wealth statement |Sec. 116] 


(1) n Co ioner dema notice a wealth s from any what are nts of 
wealth statement 
re may by notice require any individual to file a wealth statement. It will contain following 
particulars — 


(a) the total assets and liabilities of the person, his spouse, minor children and other dependents on the 
date specified in the notice; 

(b) assets transferred by the person to any other person during the period specified in the notice and 
the consideration for the transfer; 

(c) the detail of expenditures incurred by the person, his spouse, minor children and other dependents 
during the period specified in the notice; and 

(d) wealth reconciliation statement, 

It will be furnished by the duc date specified in the notice. [S. 118(4)] 


(2) On which individual it is mandatory to file a wealth statement 
Every resident individual shall furnish a wealth statement and wealth reconciliation statement along with 
the return. 
It will be furnished by the due date for furnishing the return. IS.! 18(4)] 
Every member of an AOP shall furnish. wealth statement and wealth reconciliation statement along with 
the return of AOP. 

e furni revi 
If a person discovers any omission or wrong statement in wealth statement, he can revise it by intimation to 
the Commissioner. Revision can be made before the receipt of notice for amendment in assessment [S. 
122(9)]. Revised wealth reconciliation and reasons for revision will also be filed. 
If Commissioner is of opinion that revision is made for correcting a bona fide omission or wrong statement, 
he will declare such revision as valid (after providing an opportunity of being heard). 
Explanation - Wealth statement cannot be revised after the expiry of 5 years from the due date of filing of 
return, 
Q. Mr. Sozo has hired you as a tax consultant and wants to know the time limit for revision of wealth 
statement because he has found an error in it. Advise Mr, Sozo. 
Mr. Sozo may furnish a revised wealth statement at any time before amendment of assessment. 


Preparation of wealth stntement 
It is prepared as follows: 


* it is a balance sheet of an individual in which personal assets and liabilities are shown on any given date. lt 
gives detail of personal assets and liabilities only. It does not reflect business assets and liabilities rather it 
ois net equity of business. A wealth statement is complete if there is reconciliation statement showing 

nge in wealth. 


(3) 


326 


196-1 CamScanner 


Chapter 15: Returns, Assessments and Appeals 


© Cash and bank reconciliation statement is prepared from the cash & bank account. We will start from opening 

balance of cash & bank and after adding cash inflows and subtracting cash outflows, the remaining amount is 
closing balances of cash & bank account. This closing balance is included in the assets of the wealth 
statement. If expenditure side is not explained through the cash reccipt side, then the difference is un- 


explained investment and is taxable, 
t for the current year is complete and a 


Aller taking cash & bank reconciliation figure, wealth statemen i 
person can easily calculate the figure of increase/decrease in the net wealth by subtracting the last year's 


net wealth figure from the current ycar's net wealth figure. 
Note: Assets and liabilities are recorded at historical cost and not at market value. 


Eampic-1: 
Mr. Nadeem has filed following wealth statement as on 30.06.2015 


He earned salary income o 
He sold sharc of Rs. 200,000 for a consideration of Rs. 350,000. . 


He settled his personal loan of Rs. 500,000. 


His household expenses aggregates to Rs. 850,000. 
He has given gift of Rs. 400,000 to his brother Kamran through crossed cheque. 


He has earned profit on ABC & Co of Rs. 450,000. His drawings from the firm during the year was 
Rs. 275,000. He paid tax of Rs. 40,000 on firm income. 

He purchased a new plot at EME society for total consideration 
During the year he paid Rs. 700,000 in installments. 

As at 30^ June 2016, the market value of jewelry was Rs. 800,000 
On 30" June 2016, his bank balance was Rs. 475,000. 


Required: 


Rs. 2,000,000 payable in 20 installments. 


Prepare the wealth reconciliation statement and wealth statement for 2016. 


Auswer-l ? 
Mr. Nadeem 


Wenltli Statement 
For Tax Year 2016 


Assets: 
Plot at DHA 
Capital in ABC (Note 1) (2,500 + 450 - 275) 
Advance for plot at EIVIE 


(1,000 - 200) 
((W-1) 2,735 - 475) 


(1,000 - 500) 


(1,500 + 2,000 + 1,200 - 100 + 350 - 500 - 850 - 400 + 275 - 40 - 700 
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Mr. Nadeem 
Wealth Reconcilintion Statement 


For Tax Year 2016 


Opening Wealth 
Add: Inflows 
Salary Income 
Gain on sale of shares 
Profit on ABC & CO (350 - 200) 


Less: Outflows 
Tax paid on salary 
Houschold expenses 
Gift to brother 
Tax on profit of ABC & Co. 


Total 
Note: Jewelry will be kept at historical cost. 


Foreign income and assets statement IS. 116A] 
(1) Every resident individual having: 
* foreign income equal to or greater than 10,000 United States dollars or 
. having forcign assets with a value equal to or greater than 100,000 United States dollars 
shall furnish a foreign income and assets statement, It shall be in the prescribed form and verified in the 
prescribed manner. It will give particulars of: 
(a) the person's total foreign assets and liabilities as on the last day of the tax year; 
(b) any foreign assets transferred by the person to any other person during the tax year and the 
consideration received; and 
(c) complete particulars of foreign income derived and the expenditure incurred during the tax year 
and that the expenditure wholly and necessarily for the purposes of deriving the said income. 
(2) The Commissioner may by notice require any individual to furnish the foreign income and assets statement 
who (in the opinion of the Commissioner) was required to furnish it but who has failed to do so. It will be 


furnished by the date specified in the notice. 


Notice of discontinued business [Sec. 117] 

(1) A person discontinuing a business shall give Commissioner a notice within 15 days of the discontinuance. 

(2) U person discontinuing a business shall, himself or on being required by the Commissioner by notice, 
j n. The period of return will start from the Ist day of tax year (of discontinuance) and will end 

on the date of discontinuance. This period shall be treated as a separate tax year. 

Mr. Frechit discontinued business on 28 February 2013. He is of the opinion not to file return of 

income because tlie business was not carried on for w hole of the year. Advise him. 

Mr. Freehit should file a return of income for a period of eight month starting from 1 July 2012 

2013 and it will be treated as a separate tax year for him. 


ending to 28 February i 
Commissioner in. reypect oL a. person who has not given the notice of 


are available to the 


e of business to Commissioner ö 
does not gives notice of discontinuance and the Commissioner has grounds to believe that: 
ss has been discontinued or 


ris likely to discontinue the business, 
c notice to furnish the retum. Commissioner will notify the period for which return is required. 
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Method of furnishing returns and other documents [Sec. 118] 
(1) 

- A return of income, 

a wealth statement 

a ſoreign income and assets statement 

shall be ſurnished in the prescribed manner. 


(2) Rule for company 


: : i e as follows 
A company will Des cum aino: as — Due date for filing 


If the tax year ends between January Ist to | On or before December 3 1* next following the end of 
» the tax year 

12 A tax year ends between July Ist to | On or before September 30° next following the end of 

December 31* | DE DARII DIMERMIUTO SH ROME Se tax year 


Explanation . . : 
Below is a diagram to explain the return filing date depending upon “tax year end” at different dates: 


Return of income for Company [S.118(2)] 
1-7-19 30-6-20 
0-9-20 31-12-20 


(2A) A person who earns salary income will: d 
* file the return electronically along with the proof of deduction/payment of tax and 
* filea wealth statement with return and 
a foreign income and assets statement 
The Board may amend above condition or direct that the above condition will not apply for a tax year. 


(3) Rule for individual/AOP 


Following is the schedule for remaining persons: 
Document required to be furnished 


- Return required to be filed through e-portal in case of 
salaried individual 


- Return of income by an individual or AOP 


Due date for filing 
On or before September 30 next following 
the end of the tax year 


inatior 


Sä diagram to explain the return filing date depending upon 


"tax year end" at different dates: 


Return of income for Individual and AOP [S.118(3)] 
— eom for Individual and AOP IS. 


30-6-20 


Madii: NUM TT 0920 
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Tax yea 
de f Document Due date for 
filing 
On or before 


Fake company Lo. 31-3-2013 | Retum of income ——  — [31-2208 — 
= | Retumofincome e LI 


Mr. Skull . Eee 309-2013 _ 
F Electronic filing of return by — | 30-9-2012 
RIT salaried person 
| You &Vee (Firm) — — [30-11-2012 | Return of income | 30-9-2013 
6) Areturn required to be furnished for discontinued business (under section 117) shall be furnished by the 


due date specified in the notice. 


(6) Where a taxpayer is not borne on National Tax Number (NTN) Regi i icati 
NTN with return, such return shall not be treated as a aba n“ 


{Tes 
on date Name on date 


| 3103-16 | 31-03-16 —— 


si? | id tt 
300-101. — 1 m L xou | 


Retum to be filed by a person who is discontinuing 
A person who has not furnished return and Commissioner 2 
Extension of time for furnishing returns and other documents [Sec. 119] 
(1) ^ A person required to furnish — 

(a) a retumm of income (w/s 114 or 117); 

(b a wealth statement (u/s 116), 


f 1235 ion of time. : . 
C RH to the TREER] ee indt for filing the do ts DUM n (1) abov 
en Enn furnishing the above documents. 
The application for extension will be made n agg -— tensioi É ime for filing the documen 


W [are ci mstances unc om 
/ above 

After receiving application 
mentioned documents by the due 
8) absence from Pakistan, 
sickness or other misadventure, or 

ble cause, , . 

* haces prat the applicant an extension of time. 


if Commissioner is satisfied that the applicant is unable to furnish the above 


date because of — 
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(4) 


(6) 


What is the maximum period for which extension can be granted 
An extension should not exceed 15 days from the due date. In exceptional circumstances longer time may 


Q. The tax year of Mr. Wao ends on 31 May 2012. Mr. Wao remained in Africa due to an official 
assignment till 27-8-2012 and did not file his retum of income electronically. On 30-9-2012 
Mr. Wao applied to the commissioner for getting extension in filing of return of income 
electronically by 1 month. Decide whether the application is justified. 

A. Mr. Wao can get extension for filing return of income electronically by not more than 15 
from due date so his application will not be justified. He can get extension till 15-10-2012 only, 
In exceptional circumstances longer time may be granted. 

Where the Commissioner has not granted extension for furnishing return (under subsection (3) or 

subsection (4)), the Chief Commissioner may on application made by taxpayer grant extension or further 

extension upto 15 days, In exceptional circumstances longer time may be granted. 

If a person gets extension he will still be liable to pay the default surcharge. 


` 
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Assessments [Sec. 120] Assessments 
Normal assessment 
1) What is the status of co e re ; 
( If the taxpayer has furnished a eim — € filed — 
(a) It will be considered that Commi EQ 
usan and issioner has made an assessment of taxable income and tax due 
(b) return shall be considered as an assessment order i issi 
furnished. er issued by Commissioner on the day the return was 
(2) When return of income filed by taxpayer is treated to be complete 
A return shall be considered as complete i € i i 
(1A) Notwithstanding the provisions of e 13 urge eee i Rin f 
his income tax affairs (u/s 177). f on for an audit o 
QA) A retum (furnished under sub-section (2) of section 114) shall be processed throu automated system 
arrive at correct amounts of total income, taxable income and tax viis oe for- — 
(a) any arithmetical error; 
(b) any apparent incorrect claim, 
(c) disallowance of any loss, deductible allowance or tax credit and 
(d) disallowance of carry forward of loss: 
Adjustments shall be made after issuing a system generated notice to the taxpayer. 
The response of taxpayer shall be considered before making any adjustment. In case no response is 
received in 30 days of notice, adjustments shall be made. 
If no adjustment is made in 6 month of filing of return, the amounts in the retum (as declared by the 
taxpayer) shall be assumed to be adjusted and taxpayer shall be informed automatically through IRIS. 
Note: Provisions of this sub-section (2A) shall apply from the date notified by FBR. However FBR has 
yet not notified any date. Resultantly, the concept of self-assessment is still applicable. 


Assessment in case of incomplete return 


(3) wer available to Commissioner i f inco 
If return is incomplete, the Commissioner shall issue a notice to taxpayer informing deficiencies (other than 


incorrect tax on taxable income, or short payment of tax) and will order him to provide the missing 
information and particula 
Time limitation withi ic 

The above notice can be issued withi 
furnished. 


8 c t 
n 180 days from the end of financial year in which the return is 


(6) 


S.120(6) Explanation 
3. 30-6-18 30-6-19 27-Dec.-19 
ET 2018 30-9-18 
July 31 
Waseem filed 180 days A 31 
return for Last dateby S 30 


TY 2018 which Comm. O 31 
Can issuc notice N 30 
is 27-Dec. 19 D_27 
180 


en Commissioner can issue notice to remove 


1DI€: 
if fled return on15"of September 2010. Till wh 


he noti issued by Corr ission 
dered as invalid and it will be assumed 


dod na ompl 


of retur) i ANA " " 
return will be const 


somply with the notice, the 
furnished. 
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return if th comply with the notice issued by Commissioner : 
9 pem — with notice in due time, the return shall be considered as complete on the day it was 


furnished. . 
(7) For the purposes of this section, l 

(a) "arithmetical error” includes any wrong or incorrect 
a from return” is a claim, in the return: 
“an incorrect claim apparent from i . 

" (i) ln which an item is inconsistent with — r of the same item; 
ij) That tax payment is not verified from the collection system; or . 
00 chat . — exceeds specified statutory limit (amount, percentage, ratio, fraction) 


calculation of tax (including any minimum or final 


Explanation of Section 120 and 121 


Tax payer files a complete return 


Y N 


[S. 120(1)] [S. 120 (3)] 


It will be assumed that. Comm. Shall issue a 
Comm. has made an notice informing 
assessment of taxable deficiencies and 
income and tax order him to fulfil it. 
S. 121 i 
Now audit started 
| UP crip not Taxpdyer 
comply with the notice complies with 
Refused p 
c to show record " . the notice 
[S. 120 (4)] Return Will be 1 . 120 60 


Now best [S. 121] 
judge assessment 


considered as invalid The return shall be 
considered as complete 


in response of notice under subsection 


resident ship owner or ai 
Bist: or ircraft owner; 


(3) and (4) of section 1 14; or 
or 


ercising his best jud 
Kéa ia dinis a gement, make an 
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Examples of (ab) and (d) above 


(ab) Tax payer fails to furni F | 

As per S.114(4) if even after receiving 

Commissioner will issue notice under S 144). 

him a notice to file return Now Comm. will make 

within 30 days best judgment assessm«c n. 
as per S.121. 


(d) As per S.120 (1) assumed Commissioner started 
Inzamam has filed a assessment order is issued audit and tax payer 

return of income refused to show records. 
Now Commissioner will 
issue best judgment 
assessment order. Now 
assumed assessment as 
per S.120 (1) will have no 
effect. 


Saglain Mushtaq 

earned Rs. 2,000,000 | > 
and has not filed 

retum 


After making an assessment, the Commissioner shall issue the assessment order stating- 
(a) the taxable income; 

(b) the tax due; 

(c) the tax paid, if any; and 

(d) the time, place and manner of appealing the assessment order. 

(3) What is the time limitation for issuing best judgment assessment 

Best judgement assessment can be issued within 6 years after the end of the tax year 


(2) 


to which it relates. 
30-June-2015. 

(4) of section 114) is issued for 
order shall be issued within 2 


Further where notice for furnishing a return of income (under subsection 
one or more of the last 10 completed tax years best judgement assessment 
ears from the end of tax year in which notice for filing of return is issued. 
Agar 2021 main return mangi 10 saal ki (201 1-2020) aur tax payer nay ab combine jama kara di aur us 
nay wealth statement jama nahi karwai to 30.6.23 tak us ki best judgment ki ja sakti hay. 


Amendment of assessments [Sec. 122] 
(1) Amendment of assessment order 
The Commissioner may amend following assessment order: 
- treated/assumed as issued (under scction 120) or 
- best judgment assessment (issued u/s 121), 
by making such alterations/additions as he considers necessary. 
What is the time li itation for a ing assessment order for th first ti 
An asse order can be amended withi ars from the end of the financial yea in which the 


IBITICTI 
loner has issued or is treated to have issued sriginal assessment order. 


Ret. Filed Siring 
— 


poim 
Assumed 


assessment by which 


Order is assessment 
issued 
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Mr. Tipu's tax year ends on June 30, 2010. He furnished his return of income on September 30, 
2010. On 31 May 2016, Commissioner found that tho income classified as other sources should 
have been classified as capital gain for TY 2010, Decide whether assessment order can be 


amended on 31 May 2016. 
Yes, assessment order can be amended on 31 May 2016 because assessment order can be amended 


within 5 years from the end of the financial year in which the commissioner has issued or is 
treated as having issued the original assessment order. The last date for amending the order for the 


first time is 30 June 2016. . 


(3) What is the status of revised return filed by taxpayer 


Where a taxpayer furnishes a revised return u/s 114 - 
(a) It will be considered that the Commissioner has made an assessment of taxable income and tax as 


mentioned in the revised return; and 
(b) the revised return shall be considered as an amended assessment order issued by the Commissioner on 


the day the revised return was furnished. 


. 122(3) | TY 2010 | TY 2011 | TY 2012 | 


30-9-10 Revised 
Original return 
retum furnished 
furnished = 9 lac by tax 
Assumed payer 
assessment Amended 
order issued ass. Order 
u/s 120 (1) is issued 


by Commissioner 


(4) 


li it? - : - ; 

Jf an assessment order has been amended under sub-section (I), (3) or (SA), Commissioner may further 

amend, as many times as may be necessary, the original assessment within the later of — 

(a) S years from the end of the financial year in which the Commissioner has issued or is treated as 
having issued the original assessment order; or 

(b) 1year from the end of the financial year in which amendment was passed. 


urn 9 TY 2020 on 30-09-2020, The retum filed by him is considered as assumed 
uthorities (It is called as original assessment order). He was selected for 
essment took place on March 2026. 
mendment of assessment can be made by tax authorities? 


Ment can be made within later of: 
HE financial year in which commissioner has issued assumed assessment 


nancial year in which first amendment of assessment has been made (30-06- 


ld for 2" time by 30 June 2027, 
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(5) 


(5A) 


(SAA) 
(6) 


(8) 


(9) 


Solution-4 
Further amendment can be made within later of 30-6-2018 or 30-6-2019. In the given case, Commissioner 
can further amend the assessment by 30-6-2019. 
ircumstance (eround) on the basis of which assessment be ame 

The Commissioner may amend or further amend an assessment order, 

of definite information, he is satisfied that — 

(i) any income chargeable to tax has escaped assessment; or E z 

(ii) total income is under-assessed, or lower tax rate is applied, or excessive rclief is provided; or 

(iii) any amount under a head of income has been misclassified. 
ircumstance (ground) on the basis of which assessment ¢ be amende ut 

The Commissioner may amend/further amend an assessment order, if order is prejudicial to interest of 

revenuc. "" ' 

If a subject matter was not in dispute in an appeal, it will be assumed that Commissioner can amend it. 

After making an amended assessment the Commissioner shall issue an amended assessment order stating — 


e 
where through audit or on the basis 


(a) the amended taxable income of the taxpayer, 
(b) the amended tax due; 
(c) the tax paid, if any; and 

f appealing the amended assessment. 


(d) the time, place, and manner o 


Procedure to be followed in case of amendment of assessmen 
Your tax year is 2014. You filed return on 30-9-14 at Rs. 600,000. 
An assumed assessment order is issued by commissioner on 30-9-14 at Rs. 600,000. 


Later on audit started and you showed records. 
Commissioner will issue show cause notice after completion of audit. 


Tax payer will reply. : 
Now commissioner will issue an “amended assessment order 


What is definite information 

“Definite information” includes information on: 

- sales or purchases of any goods made by the taxpayer, 
- receipts of the taxpayer from services rendered, 


- other receipts that maybe chargeable to tax under this Ordinance, 
- the acquisition, possession or disposal of any money, asset, valuable article or investment or 


- expenditure incurred by the taxpayer. 
Show cause notice (It is a condition for issuing amended assessment order) 
An assessment can only be amended/further amended if taxpayer has been provided with an opportunity of 


being heard. 
Amended assessment order (under this section) shall be issued within 180 days of issuance of show cause 


notice or in such extended period as the Commissioner may allow. The extension shall not exceed 90 days. 
(This proviso shall be applicable to a show cause notice issued on or after the first day of July, 2021) 
Following period will not be counted in above days: 

e stay order or 

Alternative Dispute Resolution proceedings or 

e agreed assessment proceedings (under section 122D) or 

¢ adjournment by the petitioner not exceeding 60 days 
shall be excluded from computing above days, 


" of Rs. 900,000. 


Revision by the Commissioner [Sec. 122A 


The Commissioner can, suomoto, call for record of proceedings in which an order is passed by an Officer. 


(1) 
(2) Commissioner may make revision in the order i 
| s assed s sub-ordi 
a Wha Fe fnm iier beo pass 2 A 3 , 
Order of revision shall not be prejudicial to the taxpayer. 
(4) What are the circu ces under w si i j 
3 - * * 
The Commissioner cannot revise the order if: 
. appeal is filed against assessment or 
- lime for making appeal is yet there 
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(5) If any order is rem 
implementation of rer dass 7 4 site authority by the Commissioner for modification, alteration, 
by lower authority in 120 days. proceedings (proceedings from start), the order shall be Issued 

Revision by the Chief Commissioner [Sec. 122B] 

(1) MS ommission | 
The Chief C 
The Chief Commissioner may suomoto or on application by taxpayer, call for record of proceedings of 
ee Cea exemption or lower rate certificate, He can call for records when order and by his 

(2) Chief Commissioner may make revision in order of his sub-ordinate. 

Agreed assessment in certain cases [Sec 1220 

(1) If a taxpayer, after receiving show cause notice (under sub-section (9) of section 122), intends to settle his 
case, he may file offer of settlement (in the prescribed form) before assessment oversight 
committee, (called as Committee), in addition to filing reply to Commissioner. 

(2) The Committee after examining offer may call for record of the case and (after affording opportunity of 
being heard to the taxpayer), may decide to accept or modify the offer of the taxpayer through consensus 
and communicate its decision to the taxpayer. 

(3) Where the taxpayer is satisfied with the decision of Committee: 

(a) ze i ial shall deposit the tax (including penalty and default surcharge as per Committee 
ecision); 
(b) Commissioner shall amend assessment according to Committee decision after tax payment (including 
penalty and default surcharge) as per decision of the Committee; 
(c) taxpayer shall waive right of appeal against such amended assessment; and 
(d) no further proceedings shall be undertaken on issues decided by the Committee if the tax has been 
deposited by the taxpayer. 
(4) Where . 
- Committee has not reached any consensus or e 
- taxpayer is not satisfied with the decision of Committee ` 
the case shall be referred back to Commissioner for decision on the basis of reply of the taxpayer on 
show cause notice (in response to notice under sub-section (9) of section 122). 
(5) The Committee shall comprise following tax authorities (having jurisdiction over the taxpayer), namely:- 
(a) the Chief Commissioner Inland Revenue; 
(b) the Commissioner Inland Revenue; and 
(c) the Additional Commissioner Inland Revenue. 
(6) This section shall not apply: 
" in cases involving concealment of income or 
a where interpretation of question of law effect identical other cases. 
oad assessment In certain cases [Sec. 123] 
allay 11 Amen it Npouneea cor d d 
Where Government has impounded a concealed asset of a person, Commissioner may, before issuing 
for the last completed tax year by adding the 
concealed asset, 

(IA) Where Commissioner or any department or agency of the Federal Government or a Provincia! Government 
discovers an offshore asset of any person (not declared earlier) they may, before issuing any assessment 
order (under section 121 or 122), issue a provisional assessment order for the last completed tax year by 
adding the offshore asset. 

Q) The Commissioner shall finalise the order as soon as practicable. 

(3) “Concealed asset" means any property or asset which was acquired from income chargeable to tax. 


“Concealment of income” includes: 
a) the suppression of any item of receipt or failure to disclose taxable income; 
b) claiming any deduction/expenditure not actually incurred; 
c) any act referred in section 111; and 
d) claiming any income/recelpt as exempt which is actually taxable. 
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Explanation.- All of above will only be considered as “concealment of income" if it is proved that taxpayer has 
knowingly and willfully committed these acts; 


Assessment in relation to disputed property [Sec. S" 

What is the time limitation for issuing an assessment ord 

disputed property 

If there is a dispute in a Civil Court on ownership of a property whose income is chargeable, an assessment order 
ay be issued within 1 year of the end of the financial year in which Court decided the case. 


m 
There is a dispute for TY 2010. Court decoded case in 12 March 2019. Assessment order should be issued by 30 
June 2020. 


Evidence of assessment [Sec. 126] 

Any assessment order issued will not be: 

e quashed or considered void for want of form and 
considered as invalid because of reason of any mistake, 

if taxpayer is designated in it according to common understanding. 
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APPEALS 


APPELLATE AUTHORITIES 

Ist Commissioner Inland revenue (Appeals) CIR(A) 
i 8 

2nd Appellate. Tribunal Inland Revenue ATIR 


3rd High Court H.C. 
4 "i 
Supreme Court & 


Chief Commissioner Inland Revenue 


Y 


Commissioner Inland Revenue (CIR) 
4 
Officers (i) Additional Comm. 
(ii) Deputy Comm. 
(iii) Assistant Comm. 


Tax Payer Filed Return 
Taxable income 20 


Audit Started and Commissioner issued amended assessment order u/s 122 


(i) 


Demand Notice 
(Issued by Comm.) 
Pay tax on extra Rs. 12 


English 


Income as per return 
Add: Penalty 

Add: Un-recorgnised P.F 

Add: Provision for Doubtful debt 
Taxable income / Revised income 


k 8 
D à A © 


Tax payer will prepare grounds of apneal 
(i) Penalty is not paid to Govt. 

(ii) P.F is recognised 
(iii) Bad Debt is actual 
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ner appes " an A is the " all 2e 

A person dissatisfied with following orders passed by a Commissioner/Officer of Inland Revenue may file an 
appeal to the Commissioner (Appeals): ° 

- sub-section 2(A) of section 120 or 

E best judgement assessment order (S.121) or 
amended assessment order (S. 122) or 
where a person is held personally liable to pay tax, or 
where he is declared as a representative of a non-resident person or 
appeal effect order or sau 
where Commissioner refuses to rectify a e, or " 
an order which enhances t nn a refund or increases liability of the person, 


(2) 


i i 
An appeal cannot be filed if the taxpayer has not paid the tax alongwith the return. 
(3) for fili l 
An appeal shall- 
(a) be in the prescribed form; 
(b) be verified in the prescribed manner; 
(c) state the grounds of appeal; 
(d) be accompanied by fee; 
i) if the appeal is against an assessment: 
a) where the appellant is a company, Rs. 5,000; 
b) where the appellant is not a company, Rs. 2,500. 
ii) in other cases: 
a) where the appellant is a company, Rs. 5,000; or 
b) where the appellant is not a company, Rs. 1,000. 


be filed within following time limits: 


If appeal relates to assessment orpenalty | It will be lodged with the Commissioner (Appeals) 
within 30 days of service of demand notice 


(e) 


(34) The Board may prescribe mechanism for electronic filing of the appeals. 


Q. Mr. Mark received a demand notice on 31-10-2012 to pay tax along with the penalty. He is of the 
opinion that Commissioner has made an undue demand. You are being hired as a tax expert to file 
an appeal with Commissioner (Appeals) as soon as possible. Advise him. 

A. An appeal can be lodged with the Commissioner (Appeals) within 30 days (i. e. upto 30-11-2012) 


" 
CTIDEG 


(6) stoner (A als) after the prescribed time limi 
may admit an appeal after 30 days if a good cause is shown. The appellant 


has to apply for it. 
I In appeal [Sec. 128] 
The Commissioner (Appeals) shall give notice of the da i issi 
mis h y for hearing to the appellant and Commissioner. 
(1A) If Commissioner (Appeals) thinks that tax recovery shall cause undue hardship; he may stay recovery 
dia a 30 days after providing Commissioner an opportunity of being heard. 
) aa eakal (Appeals), may stay tax recovery for a further period of 30 days after providing 
ne Issioner an opportunity of being heard. However in this case Commissioner (Appeals) shall 
er on appeal in the said period of 30 days. - "TT 
8 The Commissioner (Appeals) may adjourn the hearing from time to time 
An taxpayer before hearin appeal file any new g appez 
The Commissioner (Appeals) may, befi ing , 
10 A he is satisfied that it was not willful — 
e Commissioner (Appeals) ma i 
call particulars or Dn MS appeal, 
- make further enquiry through Commissioner. 
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(5) 


e 


ce which was not produced before th es SIONC) 
shall not accept any documentary evidence which was not produced before 
© may accept it if there was a reasonable cause. 


iM ee iViiFi LA II. 
The Commissioner (Appeals) 
the Commissioner. However h 


Decision In appeal [Sec. 129] 
(1) 


adi ers câ I $s bpeals) at th 
In deciding (disposing) the appeal, the Commissioner (Appeals) may — 
a 


make an order to 
* confirm, 

e modify or 

e annul (cancel) 


(2) 


^l LA 1 n 5 Hit RI 
The Commissioner (Appeals) can only 


e increase an assessment or 
decrease refund 


ifhe has provided appellant a reasonable opportunity of showing cause. 
(3) If after decision of an appeal; 


e any change is made in the assessment of AOP or 


(4) 


what is me limitation with 5 an appes 
After decision, the Commissioner (Appeals) shall specify the amount of tax upheld and serve the order to 
appellant and Commissioner. The Commissioner (Appeals) will pass an order within 120 days of filing of 
appeal. It can be extended by further 60 days. 
Following time will not be counted in above days: 
e adjournment at the request of the appellant or 


* postponement due to alternative dispute resolution proceedings 


eee of the Appellate Tribunal (Sec. 130] 


There shall be established an Appellate Tribunal to be called Appellate Tribunal Inland Revenue to exercise 
the powers and perform the functions, 


(2) The Appellate Tribunal shall consist of a chairman and judicial and accountant members as appointed by 
the Prime Minister, 


(3) A person shall be appointed as Judicial member of an Appellate Tribunal if he: 


C. Is an advocate of a High Court with a standing of not less than 10 years; or 
d. Possesses such other qualification as may be prescribed. 
(4) ^ A person shall be appointed as accountant member of an Appellate Tribunal if he: 
a. is an officer of the Inland Revenue Service equivalent in rank to Chief Commissioner Inland Revenue; 
i i eye Appeals) having atleast 3 years’ 


experience as Commissioner (or Collector); 
C, has practiced professionally as a chartered accountant for atleast 10 years: or 
d. has practiced professionally as a atleast 


(S) The constitution, functioning of benches and procedure of the Appellate Tribunal 


Inland Revenue shall be 
regulated by rules which the Prime Minister may prescribe, 


|)  ————————— 
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Appeal to the Appellate Tribunal [Sec. 131] 


(1) 


(2) 


(3) 
(4) 


(5) 


Disposal of appeals by the Appellat 


(1) 


(2) 


(2A) 
(3) , (6) 


(4) 


(5) 


(7) 
(10) 


Second forum for filing appeal . 
Where the taxpayer or Commissioner objects to the order of Commissioner (Appeals), the taxpayer or the 


Commissioner may file an appeal to the Appellate Tribunal. 


Requirements for filing appeal 
An appeal shall be— 
(a) in the prescribed form; 
(b) verified in the prescribed manner; : : 
(c) accompanied by a fee (as mentioned in sub section (3)). Commissioner will not pay the fee. 
(d) filed to the Appellate Tribunal within 60 days of service of order of the Commissioner (Appeals). 
The prescribed fee shall be Rs. 5,000 in case of company and Rs. 2,500 in cases other than company. 
Can appeal be filed to ATIR after the prescribed tim limit f 
The Appellate Tribunal may admit appeal after 60 days ifa 2 cause is 3 
A ing to file an 8 
at is the status of demand raised when taxpayer is going to 1 


If a taxpayer has filed an appeal, the tax as per assessment order will still be paya 

can apply to the Tribunal for stay of recovery. 

On receiving application, if Tribunal considers that the recovery of tax (which is also upheld yA iss 

Commissioner (Appeals)), shall cause undue hardship to taxpayer, the Tribunal, may stay recovery o 
ding Commissioner an opportunity of being heard. 


upto 180 days. It will be done after provi 
The stay order shall expire in 180 days of the date it is made. Now Commissioner shall proceed to recover 


the tax. 
Further in computing the above 180 days the period for which recovery of tax was stated by High Court 


shall be excluded. 
à 


e Tribunal [Sec. 132] 


The Appellate Tribunal may, before deciding an appeal: 


- call for the particulars or 

- make further enquiry through Commissioner. . 
The Appellate Tribunal shall hear the parties and, in case of default by any of party on the date of hearing, 
Tribunal may proceed ex parte to decide the appeal on the basis of the available record. 


ime limitation for ion in eal by AT 


The Appellate Tribunal shall decide the appeal within 6 months of its filing. 
rs which can by ATIR at the time of disposa ision al 
Where the appeal relates to an assessment order, the Appellate Tribunal may, make an order to — 
(a) affirm, modify or annul the assessment order; or 
g further enquiry. 


(b) remand the case to the Commissioner or the Commissioner (Appeals) for makin 
Where appeal relates to decision other than assessment, Tribunal may make an order to affirm, vary or 


annul the decision. 
an ATIR i he amount of an 
The Tribunal can only : 
e increase an assessment or 
" decrease refund 
if opportunity of showing cause is provided to taxpayer. 
If after decision of an appeal: 
e any change is made in assessment of an AOP or 
: a new assessment of an AOP is ordered, 
e Appellate Tribunal shall authorise the Commissioner to ame 
l : orise nd the asse 
ee - — time limit for amending the assessment nr uen d nois 
ppellate Tribunal shall communicate its ord i 
Under which circ the decisi sed ERAT mes dg s qn 5 
If the order relates to question of fact, the decision of the Appellate Tribunal shall be final 
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Reference to High Court [See. 133] (Reference application before High Court) 

(1) What are the requirements and time limitation for filing an appeal to High Court 
Aggrieved person or the Commissioner may refer an application with the statement of case to High Court 
within 90 days of the receipt of Appellate Tribunal order. 
The application shall be on a prescribed form and shall state question of law. An application shall be 
accompanied by a fee of Rs. 100. Commissioner will not pay fee. 

(2) The statement to High Court shall state: 
a. the facts, 
b. the determination of the Appellate Tribunal and 
c. the question of law arising out of its order. 

(3) After application, if High Court is satisfied that a question of law arises, it may proceed to hear the case. 

(4) Reference to High Court shall be heard by a Bench of atleast 2 judges. 

(5) The High Court after hearing reference shall decide the question of law and pass a judgment specifying the 
grounds. The copy of judgment will be sent to the Appellate Tribunal. 

(6), (T) What is the status of tax demand raised as consequence of order of Appellate Tribunal if the taxpayer has 
filed a reference application in High Court 
If a reference is made to High Court, the tax shall still be payable as per the order of the Appellate Tribunal. 


When the stay order regarding recovering of tax passed by High court will cease to have effect 

If recovery of tax is stayed by the High Court, this order shall expire in 6 months from the day it was 
passed. Order will expire immediately if: 

- appeal is decided or 

- order is withdrawn by High Court. 

If because of order of High Court the tax is found refundable to taxpayer, is it mandatory on Commissioner 
to make the refund 

If after judgement tax is to be refunded to the taxpayer, the High Court may say Commissioner, to postpone 
the refund if he intends to go to Supreme Court against the judgment. To avail this benefit, the 
Commissioner will apply to High Court in 30 days of the receipt of the judgment. The refund shall be 
postponed until Supreme Court decides the appeal. 


Petition before Supreme Court 


Supreme Court is the final forum for appeal. Provisions relating to filing of appeal in the Supreme Court of Pakistan 
has been omitted through Finance Act, 2005 because they are already included in Constitution of Pakistan. 
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ute Resolution [Sec. 134A] (Amendments have been added below 

An aggrieved person may apply to Board for appointing committee to resolve dispute of 
(a) tax liability of Rs. 100 million or more, or admissibility of refunds, 
(b) waiver of default surcharge and penalty; or 


(c) any other relief, 
The case should already be in litigation in any court/appellate authority. 
A case will not be referred to the Board where criminal proceedings have been initiated, 
The application by taxpayer shall be accompanied by an initial proposition for resolution 


including offer of tax payment). 
In 15 days of application, the Board may appoint a committee comprising: 
(i) aretired judge not below the rank of a judge of a High Court, who shall also be 
the Chairperson of the Committee, to be nominated by the Board from a panel 
notified by the Law and Justice Division; 
(ii) Chief Commissioner Inland Revenue having jurisdiction over the case 
(iii) pe to be nominated by taxpayer from panel n ied by Board c A 
(a) chartered accountants, cost a d management accountant d advocat 
having a minimum of 10 years’ experience in the field of taxation. 
The taxpayer shall not nominate a CA or an advocate if the said CA or the 
advocate is or has been an auditor/authorized representative of taxpayer 
(b) officers of the Inland Revenue Service who have retired in BS 21 or 
above 
(c) reputable businessmen nominated by Chambers of Commerce and 


Indust: 
The Board shall communicate the order of appointment of Committee to the aggrieved 


person, court of law/appellate authority where the dispute is pending and to the 


Alternative Dis 
Aggrieved 
person will 

apply to Board 


1 


Board will 
appoint a 
' committee 


(4) | Communication 


of order by 
Board concerned Commissioner. 
(5) | Decision by The Committee shall examine the issue and may if required conduct inquiry, seek expert 
Committee opinion, direct any officer of Inland Revenue or any other person to conduct an audit 
and shal! decide the dispute by majority in 45 days of its appointment extendable by 


another 15 days for the reason to be recorded in writing 
The decision by the Committee shall not be cited or taken as a precedent in; 


any other case or 
the same case for a different tax year. - 


Is the 
Committee 
decision a 


precedent 
(7) | Stay of tax The tax recovery shall be stayed on constitution of Committee till the earlier of: 
recovery the decision of the committee or ‘ 
e its dissolution. 
Committee The decision of the Committee shall be binding on the Commissioner if aggrieved 
decision person (being satisfied with the decision) 


has withdrawn the appeal pending before the court of law/appellate authority 


binding? 


and 
e has communicated the order of withdrawal to the Commissioner. 
s: MEN ps ps communicated to the Commissioner in 60 days of the service 
of decision of the Committee (upon the aggrieved pe i 
Committee shall not be binding on the Cuni mc nbn 
The Commissioner shall also withdraw the ap 
S | peal, if any, pending before any court of 
pris en authority in respect of dispute (as mentioned in l (1)) within 30 
ays of communication of the order of withdrawal by the aggrieved person to the 


NE Commissioner. 
ax puyment The aggrieved person shall pay tax in the tim i ; 
1 decisions, orders against him shall stand io. 61 


(11) | If Committee | If the committee fails to decide withi 
ithin 60 d ; : 
1 does not decide | and the matter shall be decided by the 3 Nace saves n 


Withdrawal of 
appeal by 
Commissioner 
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(12) | Communication 
of Dissolution 
order 


Decision by | On receipt of the order of dissolution, the court of law or the appellate authority shall 


sito decide the appeal within 6 months of the communication of the said order. 


(14) | Remuneration | The Board will prescribe remuneration for members of the Committee, other than the 
of persons in | Chief Commissioner. 
»anel 


F(15) | Rules — I The Board will make rules for this section. : 
Burden of proof [Sec. 136] 


If taxpayer files an appeal, it is the liability of taxpayer to prove- 
(a) in the case of assessment order, the assessment order does not correctly reflect the tax liability; or 
(b) in other cases, that the decision is erroneous, 


The Board shall communicate the di 
€ dissolution order (of committee) to the aggrieved 
person, court/appellate authority and the Commissioner. M 


Assessment giving effect to an order [Sec. 124 
is this o 
A taxpayer filed a return for TY 2010 on 30-9-10 at Rs. 600,000. 
Assumed assessment order is issued on the same date at Rs. 600,000. 
Audit started and showcause notice was issued, 
Commissioner issued an amended assessment order at Rs. 900,000. 
The tax payer filed an appeal. The case is now pending in High court. 
High court decided that income is Rs. 800,000. Commissioner and taxpayer decided not to file an appeal 
against the court order, 


Now Commissioner will issue an assessment giving effect to court order (It is also called as appeal effect 
order). 


(1) Time limit for issuing appeal effect order 

Where an assessment order is to be issued after an appellate (court) order the Commissioner shall issue the 
appeal effect order (assessment order) within 2 years from the end of the financial year in which 
appellate order is served. 


Example 
High Court has decided a case on 31-5-2012 in which Mr. Arif is required to pay some extra tax. Specify 
the time period within which Commissioner shall issue the appeal effect order? 


Commissioner shall issue orders within 2 years from the end of the financial year in which the order of the 
appellate authority is served on.commissioner. i.e., by 30-6-2014. 


(4) Time limit for appeal effect order in case direct relief is provided 
Where direct relief is provided by appellate authority, the Commissioner shall issue appeal effect order 
Q) (assessment order) within 2 months of the date the appellate order is served. 


Where an assessment order has geen get aside by any appellate authority, the new assessment order will be 
passed within 1 year from the end of the financlal year in which appellate order was served. The limit 
will not apply if taxpayer has filed an appeal against the order of appellate authority. 

(3) Where an assessment order has been set aside/modified, the proceedings may commence from the next 
stage. It will not be necessary: 
to re-issue any notice which was already issued or 
*  tore-furnish any return which was already furnished. 

(5) If due to an appellate order any income is reclassified- 
(a) from the taxable income of a taxpayer from one year to another year; or 
(b) from the taxable income of one taxpayer to another taxpayer, 
the assessment order issued for other year/taxpayer is assumed to have been issued as a result of order of 
the appellate authority. 

(6) Where appeal effect order is to be issued, general time limits for issuing assessment order will not apply. 


ed case of an assessment order passed under section 124 (Appeal effect), the tax payable shall decome payable 
mediately, 
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f Section 124 


Explanation of different provisions 0 


S. 124 (1) 2014 


' a By this date 

Return First Filed CIR(A) ATIR issi 
d decided Commissioner 
filed 6 lac — 1770 PM casc should issue 
Assamod assessment Next =9 Lac. — cM 
em passed appeal 11 is — 
on s “ia was appellate It is appeal 
issu 8 order effect order 
in -5 


S. 124 (4) 
13 14 1314 1-5-14 


2010 11 12 
2 months : 
Return First H.C By this 
filed 6lac amendment 5 casc st x: 
of at 6 lac ommissioner 
3 assessment and ordered should 
ne. passed Commissioner issue 
9 lac to refund an assessment 
the amount order 


Return First H.C has By this 

filed — 6 lac amendment set aside the date 

Assumed of assessment amended Commissioner 

ass. order passed — should issue 

issued 9 lac order an assessment 
order 


Powers of tax authorities to modify orders, etc. [Sec. 124A] 
(1) — isses ks has been decided by High Court or the Appellate Tribunal, the Commissioner may, 
T same taxpayer for other years pending before him, even if Commissioner is going in an 
appeal against the order, oner Is going 
(2) In case the decision is reversed (means that now it is decided against taxpayer), the Commissioner may modify 


all the assessments. This modification is to be ithi i 
general limits for issuing assessment order 2 e n 


Actions against assessment / amended assessment order 
9 nt S. 22A, 122B and 124A 


From the Tax department 
Erom the Tax payer S$.127,131,133 and 134A 
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Explanation of some of the sections in *mother language" 


$.122 A 
PSG Records C subordinate +! Commissioner (1) 
c Revision ty! (2) 
Cust gu f/Tax Payer Comm. Order v^ (3) 
-SAÈ Revise order ¥ Sub-ordinate ee Commissioner (4) 
l Jcase c Court SCC Subordinate L Taxpayer 7 
<0} Times A Appeal du CEC Sub- ordinate C Taxpayer : 
S. 122 
Exemption Z Sub. Or. Lyitu? Hl Record ¥ Sub- ordinate Chief Comm. — (1) 
LS Hie Certificate 
Revision uè order £ Sub- ordinate 4-0 — (2) 
8.123 
Yei Ass. order(/u! Commissioner Je Yue á concealed asset U : () 
-Ye Ass. Order 
Keyan O 
eut f ^f zelje Income lize Assets u (3) 
8.125 
Y Time limits dius. 122 L Z Ass. Order C. C Doubt Ownership Property v. A 
Led Assess. Ut Je Li End C Financial year CI Court 
8.128 
TA , RCA) (1) 
Fos 30 Comm. 2. L Taxpayer to Tax Ses f Comm. 34 ——CIR(A)/ (IN 
Kits Comm. Kei fa CIR(A) Etu? Tax e Taxpayer 
Ae P Lube Ceres mgo ZEUG Tax f Taxpayer fj CIA) (IAA 
est Ad Case tud 30 Co 
EL Taxpayer CTU 3 sn CIRA) (5) 
S. 129 
ö Order of CIR(A) may be 
l. Return filed Rs.20 1. Confirm 32 
2. Amended ass. Order issued Rs.32 2. Modify 22 (1) 
3. Annul / Cancel 20 


def Taxpayer eL Ur C - 32 CIR(A) — O 
Lite Cesme CTU Appeal CIRA) (4) 
Lu ee ug wre UU» 60:120 
Citrate Taxpayer ie 
Aue ADRC Case œ 


EE ^ T 
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S. 131(5) ; 
Tribunal Taxpayer-- t is Iu AUP E Tax u Assessment order Se cu e f Appeal 
bY: Tax recover e ef N y) 


Taxpayer ¢- enzy! Tribunal Ae. Jin. d. C Taxpayer t/ Recover ¥ Tax J Tribunal / 
un Commissioner Tribunal -L Recover UF Tax e fu» 180 Jf 


8. 133 
Eara gu (6) 


Delay ura e Ue se mm. H. C ?/ Taxpayer l Tax da- CEC High Court /i 
-Sezis Application / H.C. comm. 2LLAY eue gplan Ly S.C. Comm. e 
rs. C Fs LU = Refund 
ife sU. Tax iL az6/ Taxpayer eC fe 6 Tax Recovery H.C — (7) 

£ yf Ju Taxpayer tno! Jf Case 1 


4L Luo ld a 65 oth) H.C 2 
S.124(3) 
np Issue d. 4 Noticez Cl Data C Issue notice S Se bap LL 
-ndhe ket Ee Ans Retumýh 
S. 124 (5) 
AI Issue Assess. Ord. » Comm. Je- (Income » SES LLL Court/i 
got d Income y -l 


~UrA(say) Income, 2 


issue r CAC case Zi order i fi Assessment Order issue GN . 
: aia 


S. 124(6) 
: A limits Y S.122(4) 58. 1220) Section eut 


S, 124 A 
In LOL Taxpayer t- L Question of law H.C A (1) 


L H.C, Comm. nf 4/82. Ludy Taxpayer « Same issue e / Commissioner 
Mod EE S.C. Tw C LY 
We sales f Poe A ih Commissioner Jer . (Say) ew O 
"fu uz Limit jo S. 12200) 18. 220 19 Income (f Taxpayer c 
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ICAP PAST PAPER QUESTIONS 


You have received a letter from Mr. Zubair Ansari who is s 
filing an income tax appeal under ITO, 2001. Please draft f. 
and incorporate the following chart in your reply: 

Authority whose 


King your advice regarding the mode and procedure of 
suitable reply briefly describing the appellate procedure 


Limitation Decision Limitation 
Appellate order may be period for in Period for 
Authority appealed against filing appeal Appeal Decision 
(12) 
(Q.9 March 2002) 


Question-2 A , 
Briefly explain the requirements of payment of tax viz-a-viz filing an appeal before the Commissioner Inland 
Revenue (Appeals)? 


(Q.8September 2003) 
Question-3 l 
Describe the requirements of Income Tax Ordinance, 2001 for a person who is about to discontinue his business. (5) 
' (Q.8 March 2004) 
tlon- 


(a) Briefly state the time limit within which the Commissioner is permitted to further amend an assessment? (2) 
(b) Briefly state the time limit within which the Commissioner is required to pass an order to give effect to the 


finding or directions of the CIR(A)? (2) 
(Q.9 September 2004) 

Questlon-5 i 
What is the status of a complete return of income filed under the Income Tax Ordinance, 2001? (5) 
. (Q.8March 2005) 
Describe the circumstances under which the Commissioner is empowered to issue a notice requiring a person to 
fumish a return of income for a period of less than twelve months. (4) 
; (Q.6 March 2006) 


What are the time limits prescribed by the Income Tax Ordinance, 2001 within which the Commissioner is required 
to pass an order to give effect to the decision of Appellate Tribunal Inland Revenue under the following 
circumstances? 


a) The ATIR has set aside the assessment and order of the ATIR was received by the Commissioner on 


November 30, 2004. (3) 
b) The ATIR has deleted the additions made by the assessing officer and the order of the Appellate Tribunal 
was received by the Commissioner on December 15, 2004. (3) 
(Q.8 March 2006) 
Question-8 


Under what circumstances, an assessment made can be amended or an amended assessment can be further amended 
by the Commissioner Inland Revenue? 


(5) 
(Q.6 (b) September 2006) 
One of your clients has received a notice demanding payment of tax in respect of an order issued by the 


Commissioner against which your client intends to file an appeal before the Appellate Tribunal, 


You are required to explain the provisions contained in the Income Tax Ordinance, 2001 regarding stay of demand 
by the Appellate Tribunal, 


(6) 
(Q.6 (a) September 2006) 


u 
Every resident individual is required to furnish a wealth statement for that i i 

i i year along with the income tax retum. 
State the main particulars that are required to be included in the wealth statement. ^ 


(4) 
(Q.6 (b) March 2007) 
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uestion-11 TA k 
In certain circumstances, the Income Tax Ordinance empowers the Commissioner to make assessment based on any 
available information or material, to the best of his judgment . — (€ 
List down the conditions under which the Commissioner can exercise such powers. Also state the time limit Within 

i b rcised, 4 
which such power can be exe (Q.4 (a)September 2 wh 
Question-12 a : à 
Under what circumstances, the Commissioner can require a person to furnish a return of income for a period of less 

( 
than twelve months? (Q.3 (c) March 2 2 
Question-13 . " 0 

i ho are required to file a return of income under the Income Tax Ordinance, 2001. (6) 

* the persons who are req (Q.2 (a) September 2009) 
tion-14 à " 
Question-1$ term "definite information" as described in the Income Tax Ordinance, 2001? (3) 


a) What do you understand by the 

b) Nomani Industries (Pvt) Ltd fi 
2007. On January 15, 2009, the Officer 
audited financial statements. The Officer Inl 
income filed for the year and has shown his intention to amend the assess 
Required: 
(i) When is a return of income regarded as incomplete for tax purposes? 

(ii) Is the Officer Inland Revenue justified in issuing the above notice? Explain. 
Discuss the circumstances under which taxation authorities may amend the assessment order of a 


(iii) 


led their return of income for the year ended June 30, 2007 on December 31, 
Inland Revenue issued a notice requiring the company to file the 
and Revenue has also identified certain errors in the return of 
ment of the Company for the year, 


company. 
Identify the specific date up to which the taxation authorities may amend the assessment of 


(iv) 
Nomani Industries (Pvt) Ltd. Assume that the return of income was complete on December 31, 


2007 when it was filed. - (11) 
(Q.5 March 2009) 

Question-15 : $ 
Mr. Sami has received a notice in March 2010 from the Commissioner to file return of income for the tax years 2003 


and 2006 within 20 days of receiving the notice. In your capacity as a tax consultant, advise Mr. Sami on the 
following issues along with appropriate explanations. 


(i) Is the Commissioner justified in issuing the above notice? 

(ii) If Mr. Sami is not in a position to meet the deadline for filing the returns, can he get an extension? (7) 
(Q.3(b)March 2010) 

Question-16 


List down the circumstances under which an original assessment can be amended or an amended assessment can 
further be amended, by the Commissioner of Inland Revenue. (5 
010 
uestion-17 (Q.2(b)September 2010) 
Zucchini Associates (ZA), a tax consulting firm, has been invited by tax authorities to make a presentation on "Tax 
years and filing of tax returns" at a taxation seminar, Mr. Baqir, a senior partner at ZA, wants Mr. Bader, his newly 
appointed associate, to make the presentation, Under the provisions of Income Tax Ordinance, 2001 advise Mr. 
Bader about the points to be included in his presentation as regards the following: 


(a) Description of normal, special and transitional tax years. () 
(b) Persons who are required to furnish a return of income for a tax year. 9) 
(c) Circumstances under which a Commissioner of Income Tax can require a person to furnish a retum of 
income for a period of less than twelve months. " — (3) 
Question-18 (26 Mam ý 


Identify the due dates for filing of income tax return in 
i ^ each of th i : 
(i) A company whose income year ended on 30 heic ais 
(ii) A company whose income year ended on 31 December 201! l 
17 ^ Eua ne whose income year would end on 31 March 201 2 
iv siati a 
member of an association of persons (AOP) if the income year of the AOP would end on 30 June 2012.(3) 


2 (b) March 2012) 
SS (Q.2 (b) Marc 
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Question-19 
Zubaida is operating a business as a Wedding Event Planner since 
past 12 years. She had filed her complete return 
for the tax year 2007 on 20 August 2007. On l September 2012, Commissioner Inland Revenue (CIR) served a 
Show Cause Notice, requiring her to explain certain receipts which were credited to her account during the tax year 
n Doe is uncertain as to whether CIR is empowered to issue such a notice after a lapse of so many years. 
Required: — - 
Advise Zubaida about the validity of the Show Cause Notice issued by CIR under the Income Tax Ordinance, 2001. 
(4) 

(Q.4 September 2012) 

Question-20 


Mr. Dynamic has received a notice from the Commissioner in which he identified certain errors and deficiencies in 
the return filed for the last tax year. 


Required: 

(a) State the deficiencies on account of which the return submitted by Mr. Dynamic may be regarded as 
‘incomplete’ for tax purposes. (5) 

(b) Narrate the circumstances under which the Commissioner may amend Mr. Dynamic’s assessment order. (4) 


(Q.2 (b) March 2013) 
Question-21 
Zia has discovered an error in his annual income tax return submitted by him and intends to file a revised return 
voluntarily, 


* 


Required: 
Under the provisions of Income Tax Ordinance, 2001: 
(i) narrate the conditions which Zia has to comply with in order to submit a valid revised return. (4) 
(ii) state the benefits which Zia could derive by filing the revised return voluntarily. (2) 
(Q.2 September 2013) 
Question-22 
State the requirements which a person should comply with, on discontinuing a business (3) 
(Q.2 (c) March 2014) 
Question-23 
a) List the persons who are required to furnish a return of income for a tax year under the Income Tax Ordinance, 
2001. (06) 
b) Specify the circumstances under which the Commissioner has powers to issue notice demanding a retum of 
income from certain person(s) for less than one year. (03) 
c) State the powers of the Commissioner if a taxpayer fails to furnish return as required under part (b) above, 
within the specified time. (04) 
(Q.2 March 2015) 
Question-24 


Under the provisions of the Income Tax Ordinance, 2001 determine the date by which appeal can be filed with 
the Commissioner (Appeals) where assessment order for tax year 2014 was made on 31 December 2014, Demand 


notice was served on 1 January 2015. (02) 
(Q.3 (b) September 2015) 
Question-25 


Maroof filed his return of income for tax year 2015 on 30 September 2015. On 15 August 2016 he received a show 
cause notice from the Commissioner Inland Revenue u/s 122 for amendment of the assessment order issued on self- 
assessment basis. 


Required: i . 
Under the provisions of the Income Tax Ordinance, 2001 briefly describe: 
(a) the circumstances under which an assessment order treated as issued on self-assessment basis may be 
amended by the Commissioner. jl] (04) 
(b) the situations in which the Commissioner may be barred from amending the original assessment order, 
(04) 
(Q.2 September 2016) 
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turn u/s 114 of the Income Tax Ordinance, 200] 


Questlon-26 f tax re s or more or any flat 
List the persons who may be granted immunity from filing o f five hundred square yard ^ 


i d arca o (03) 
solely by reason of owning immovable property with a lan éd 
located in areas falling within the municipal limits. ! 

f the Income Tax Ordinance, 
2 h uired to file a tax return under the provisions o (06) 
q 

(a) List the persons who are re | | 
: , 2001: iki 
(b) * light of the provisions of the F W ge e E i n come Tax may require a p 5 
° fumi r : um. income for emet anima in (i) above. (03) 
"x sdn ils to furnish the return as req ‘5 March 2017) 

(ii) State the consequences if a person fa | (Q 


Question-28 


is i ess of filing his wealth 
1 f FG and company, is a resident individual and is in the proc 
Zahid, the sole proprietor o 


information i der: 
7. The relevant information is as un * 
a re : seats dos in the wealth statement for the tax year 20X6 w 
(i) - : 


Rupees 
5,000,000 
Assets * 
Agriculture land in Hyderabad l 3,000,000 
Residential property in DHA Karachi 1,100,000 
Investment in shares of listed companies 4,000,000 
Business capital-FG & Co. 1,540,000 
Motor vehicle ' 600,000 
Cash at bank 300,000 
Cas in hand 15,540,000 
Liabilities (1,500,000) 
oe 14,040,000 
(ii) Details relating to FG & Co. are as follows: ne 
Income from business for the tax year 20X7 2,540,000 
Drawings during the year 450,000 
(iil) Balance of cash in hand and at bank, as on 30 June 20X7 amounted to Rs, 157,500 and Rs. 730,000 
respectively, 


(iv) Transactions carried out by Zahid during the year were as follows: 
* Paid an advance of Rs, 1,000,000 against purchase of a bungalow for Rs. 10,000,000. 
* Sold shares of a listed he shares were purchased on | May 20X6 for 
Rs. $0,000. Capital gain tax collected by NCCPL amounted to Rs, 37,500. 
* Gifted shares of a listed 


shares were purchased by Zahid in 20X2 at a cost 
ereas market value of the shares at the time of gift was Rs. 150,000. 


* 


* Paid Rs. 200,000 | 
* Personal expenses amounted to Rs, 2,075,000 
Net receipts agains 


? t agricultural inco 
Required: me amounted to Rs, 2,500,000, 


Prepare Zahid's wealth statement and wealth reconciliation statement for the tax year 20X7 


(07) 
(Q.6 March 2017) 
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Question-29 


List the situations under which an original assessment can be amended or an amended assessment can be further 
amended by the Commissioner of Income Tax. Also sta 


te the tim iod withi ich the original or the previousl 
amended assessment order can further be amended. 883 e 4 


(07) 
(Q.4 (b) September 2017) 
Question-30 
(a) Under the provisions of the Income Tax Ordinance, 2001 briefly discuss the following: 
(i) The term ‘Concealed assets’. (02) 
(ii) The powers of Commissioner relating to the concealed assets of any person when these are 
impounded by the Federal Government. (03) 


(b) Anwar had filed his return of income for the tax year 2013 on 31 August 2013. Discuss the following in the 
light of provisions of the Income Tax Ordinance, 2001: 


(i) By which date the Commissioner of Income Tax could make the first amendment of the 
assessment, if required. (02) 


(ii) By which date any further amendment can be made if the first amendment was made on 15 


February 2017. (02) 
(Q.3 (a), (b) March 2018) 
Question-31 
Identify due date of filing of tax return in each ofthe following cases, under the provisions of the Income Tax 
Ordinance, 2001: 
(i) An individual who derives his income from business which falls under normal tax regime. (0.5) 
(ii) An individual filing return in response to a notice received from the Commissioner who believes 
that he is likely to discontinue his business. (01) 
(iii) An individual filing return in response to a notice received from the Commissioner for not filing 
return of income of the previous tax year. (01) 
(iv) A company. (01) 
(Q.4 (b) March 2018) 


-32 
Specify the circumstances under which the Commissioner of Income Tax has powers to issue notice demanding a 


return of income from certain person(s) for a period of less than twelve months, Also state the powers of the 
Commissioner if such person fails to furnish the return as required, within the specified time. (06) 


(Q.4 (b) September 2018) 


Haider, a filer, was carrying on business as a cloth trader. On 28 October 20X7 there was a fire in his shop and the 
entire stock of clothes costing Rs. 1,550,000 was destroyed. The insurance company refused to pay the claim. 
Consequently, Haider ceased his business on 31 January 20X8. 


After cessation of business, Haider filed an appeal against the insurance company and was able to recover 
Rs.1,300,000 as full and final settlement from the insurance company in tax year 20X9. 


Required: 
Under the Income Tax Ordinance, 2001: 


(i) state the requirements that Haider should comply with, on cessation of his business on 31 January 20X8. (03) 
(ii) briefly discuss the treatment of the recovered amount in the tax year 20X9. 02 


(Q.2 (a) March 2019) 


Imran, a resident person, is filing the return of his business income for the first time. He has been informed by his 
friend that he will also be required to file a wealth statement. In this respect, he seeks your advice about the 
particulars which he should disclose in his wealth statement, (04) 


(Q.3 (a) March 2019) 
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Question-35 i i 
(a) Under the Income Tax Ordinance, 2001 identify four situations under which an appeal may be filed TA 
Commissioner (Appeals). 


(b) Sadiq Ali has received an ex-parte assessment order from the income tax pa Aye Pisis : 
required to pay Rs. 5.2 million on account of tax not withheld from certain be mailed usos. (Appeals 
the contention of the income tax department and would like to file an appea to à ). 


Required: 


l , ssi Appeals). 03 
State the procedure that he should follow for filing of appeal to the iii y" ove (b) March 2019) 
Question 20 2001 and Rules made thereunder, discuss: 


Under the provisions of the Income Tax Ordinance, be included i 
a) who is required to file the foreign income and assets statement? Also state the particulars to be included in such 


b) me of ‘Concealed asset’ and state the powers of the Commissioner relating to concealed asset of any 
person when it is impounded by the Federal Government. (05) 
(Q.3 (b), (c) March 2020) 


Question-37 


On 2 Julv 2019, Rubina received a show cause notice u/s 122 from the Commissioner Inland Revenue (CIR) for 
amendment of the assessment order for tax year 2018. Due to lack of knowledge about tax matters, she did not 


respond to it. u 
On 1 August 2019, she received a demand notice under which she was required to pay Rs. 610,000 within 30 days 


on account of undeclared income and an amended assessment order for tax year 2018 under section 122 from the 

CIR. 

Rubina is dissatisfied with the order issued by the CIR and wants to file an appeal to the Commissioner (Appeals) 

because payment of this amount will cause hardship to her. 

Required: 

Under the provisions of the Income Tax Ordinance, 2001: 

(i) state the time period within which an appeal may be filed by Rubina to the Commissioner (Appeals). (01) 

(ii) discuss different types of orders that the Commissioner (Appeals) may make for disposing of an appeal.(02) 

(ii) explain what action(s) the Commissioner (Appeals) may take for ensuring that no undue hardship will be 
caused to Rubina because of the payment of this demand. (03) 

(iv) discuss the option(s) available to Rubina for defending her case, if the Commissioner (Appeals) issues an 
order confirming the amended assessment order issued by the CIR. 02 


(Q.3(a) Sep. 2020) 
Question-38 


— Garments Limited (SGL) had filed its tax return for the tax year 2015 on 30 September 2015 
n 25 February 2021, the Commissioner of | 11 i * 

„ ncome Tax, on the basis of definite i ion, i i ` 
(5) to SGL for the audit of books of account for the tax year 2015, aiiis 


The accountant informed t 
in 2019 and an am 
24 February 2020. 


Required: 


" rg! executive officer that tax audit for the tax year 2015 had already been conducted 
assessment order u/s 122(5A) was issued by the Commissioner on 


Under the provisions of the Income Tax Ordinance, 2001: 
(a) Explain the term ‘Definite information’. 


(b) Discuss wheth 
" er the Commissi 1 > (02) 
Issued on 24 February 2020, ‘oner Is empowered to make further amendment in the assessment order 
(07) 
(Q.5 March 2021) 
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estion-3 
Mukhtar, a resident individual, is in : : 
craved yix the Milicia ime ea of finalization of his wealth statement for the tax year 2021. He has 


(i) During the tax year 2021, Mukhtar recei 
2020, his total investment in the A MORS EAE MAN rmm Nien I m 


OP 
by the AOP for office use only. was Rs. 5,300,000. He was also provided a car worth Rs. 2,500,000 


T 4 
(ii) 3 pee 3 10 tola gold for Rs. 500,000. At 30 June 2021, the market value of the gold was 
(iii) ppt UR tax year 2021, he sold his personal car for Rs. 1,876,000. The car was purchased in 2019 for Rs. 


(iv) During the tax year 2021, he paid Rs 600,000 
loan was obtained in tax year 2020. 
Required: 


Under the provisions of the Income Tax Ordinance, 2001 advise Mukhtar that how the above matters would be dealt 
with in his wealth statement and its reconciliation for the tax year 2021. (04) 


(Q.2 (a) September 2021) 


against outstanding interest free loan of Rs. 1,000,000. The 


Question-40 


Aoun has discovered an error in his annual income tax return which was submitted on the due date. Now he intends 
to file a revised return voluntarily. 


Required: 
Under the provisions of the Income Tax Ordinance, 2001 state the conditions which Aoun must comply with for 
filing valid revised return. (04) 
(Q.3 (b) September 2021) 
uestion-41 


(i) Riaasat Limited (RL) is a manufacturing company. With effect from 1 July 2022, RL is considering to 
change its tax year from the normal to the special tax year ending on 31 December. 


Required: 
Identify the due/last date of filing of RL's tax return in respect of the following: 
. Filing of tax return for the year ended 30 June 2022. 
e Filing of tax retum for the transitional period 
. Filing of first tax return for the special tax year, (03) 
(ii) ^ Assume that RL has changed its tax year from normal to special and filed its tax returns for relevant tax years, 
as discussed in (b)(i) above, 
Required: 
Identify the due/last date of amendment of assessment related to: 
. normal tax year for the year ended 30 Junc 2022. 
a first special tax year. (02) 
(Q.4 (b) March 2022) 
Question-42 
Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder: 
(i) briefly discuss the terms ‘Normal assessment’ and ‘Best judgement assessment’. (03) 
(ii) state the requirements that should be complied with by a sole proprietor on discontinuance of 
business. (02) 


(Q.5(a) September 2022) 
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ICAP PAST PAPER SOLUTIONS 


Answer-1 


Name of Authority Limitation — parle ase 
Appellate whose period for " l decision 
Authority | order may be filing appeal apps 

appealed 


against 
Order of CIR 


The Commissioner 
(Appeals) will pass an order 
within 120 days of filing 
the appeal. The period can 
be extended by further 60 
days by recording the 
reasons in writing. 


Order of 
Officer of 
inland revenue 


127(3)(d) 127(3)(c) 


i llate Tribunal 
CIR (Appeals) |The prescribed fee |The appeal shall 132(2),(6) The Appe 
shall be Rs. 5,000 {be preferred to the shall decide the appeal 
Appellate Tribunal within six months of its 
within sixty days filing. 
of the date of 


service of order of 
the 


The High Court N/A 
upon hearing a 
reference shall 


The aggrieved 
person or the 


specifying the 
grounds on 
which it is 


High Court 


No appeal can be preferred unless the taxpayer has paid the tax along with the return of i 
Refer S, 127(3) 


Court 


ncome. [S,127(2)] 


S. 117 
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Answer-4 
a) Where an assessment order has been amended the Commissioner may further amend, as many times as 
may be necessary, the original assessment within the later of — [S.122(4)] 
a) Five years from the end of the financial year in which the Commissioner has issued or is treated as 
having issued the original assessment order; or 
b) one year from the end of the financial year in which amended assessment order was passed. 
b) Where an assessment order or amended assessment order is to be issued-to give effect to an order passed 


by the Commissioner (Appeals), the Commissioner shall issue the order within 2 years from the end of 
the financial year in which the order of the appellate authority is served on the Commissioner. [S. 124(1)] 


Answer-5 
S. 120(1) 


This was an easy question and was attempted well by most of the candidates, however very few candidates were 


able to mention all the circumstances under which the commissioner can issue a notice requiring a person to file a 
return for a period of less than twelve months. 


This again highlighted the poor grasp of the candidates on the subject. The question required the time limits for 
giving the appeal effects viz within one year after the close of current financial year for question (a), and two 
months on receipt of order in question (b). Most candidates could not give the correct answer as above. 

a) Where an assessment order has been set aside by any appellate authority and the appellate authority has 
given directions to Commissioner or Commissioner (Appeals) io make a new assessment order, they will 
pass the new order within 1 ycar from the end of the financial year in which the order of appellate authority 
is served on them.[S. 124(2)] 

In this specific case the last date by which order should be passed is 30.06.2006. 

b) Where direct relief is provided in an order under section 129 or 132, the Commissioner shall issue appeal 
effect orders within 2 months of the date the Commissioner is served with the order.[S. 124(4)] 

Answer-8 

S. 122(5) and (5A) 


Answer-9 
The performance was very poor in this question. Many students mentioned the condition for filing of an appeal 


before the ATIR instead of commenting on the provisions regarding the stay of demand. The relevant provisions 
lained in Section 131(5) of ITO 2001. 


8. 131(5) 


Answer-10 
This was also a very simple question from section 116 of the ITO-2001 and most of the candidates attempted it 
well and secured full marks. 


S. 116(1) 


It was a simple theoretical question from section 121 of the Income Tax Ordinance, 200] and many candidates 

secured full marks. Some of the omissions that were observed by the examiners are described hereunder: 

One of the conditions mentioned by many candidates was that “Commissioner can make best judgment 
assessment if a person has not filed his tax return". This statement is incomplete and the full spirit of this 

provision should include "Despite being served a notice by the Commissioner", 

Many candidates could not point out that assessment based on best judgment can only be made within six 

ears of the end of the related tax year. 
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Answer-12 
The candidates were required to describe the circumstances under w 
than twelve months, may have to be filed. The question was genera 
deficiencies were commonly found: , 
e Most of the students 8 that persons leaving Pakistan are requir ed E ien 
persons who are leaving Pakistan permanently are required to 8 » Mani f 
e Very few of the candidates mentioned about the power of the Commis , 
situation where he deems it appropriate to do so. 
S. 114(3) 


Answer-13 
S. 114(1), (1A) 


Answer-14 


hich the return of income for a period less 
lly well answered; however, the following 


le such a return, whereas only those 


to demand such return in any 


Most of the students preferred giving their own version of “definite information” instead of bsp its scope 5 
the contents of Section 122 of the ITO-2001. Many of them wasted their time in explaining the source o 
information instead of explaining "definite information". 

S. 122(8) 


It was a simple question. Most of the students were able to specify that a return is considered complete if 
it is in accordance with Section 114of the ITO-2001 and narrated the conditions mentioned therein also. 
(ii) It was another simple question from Section 120 of the ITO-2001 and well attempted by majority of the 
students. . 

(iii) ^ This question based on Section 122 of the Income Tax Ordinance 2001required the students to describe 
the circumstances under which the taxation authorities may amend the assessment order. Instead, many 
students tried to explain various provisions related to amendment of the assessment order as a result of 
decision on appeals. 


A very simple question from Section 122 of the ITO-2001 and large number of candidates secured full 
marks. 


(i) When it does not fulfill the requirements of S.1 14(2) 

(ii) Where the return of income furnished is not complete, the Commissioner shall issue a notice to the 
taxpayer in which he will inform about the deficiencies (other than incorrect amount of tax payable on 
taxable income, as specified in the return, or short payment of tax payable) and will direct him to provide 
such information, particulars, statement or documents by such date as specified in the notice. [S. 120(3)] 


The above notice can be issued within 180 days from the end of financi i ; ; 
furnished. [S.120(6)] ys of financial year in which the return is 


The notice is not issued on time there 
Gii) ^— S.122(5), (SA) 
(iv) An assessment order can be amended within 5 


fore he is not justified in issuing the notice. 


Answer-15 
i) Where the Commissioner is o i 


to do so, the Commissioner is em 


However, he can issue such noie? i requiring him to furnish the return of income. 
lax year 2003 cannot be justified. 
Further as per S. 


However Commissioner may 
ii) The Commissioner may extend 


* his absence from Pakistan; by the due date because of: [S,] 9030 ed that the applicant is 


sickness or other misadventure; or 
any other reasonable cause 
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However, an extension of time shall not exceed 15 davs from the due date for furnishing the return of 
income unless there are exceptional circumstances justifying a longer extension of time. 
Where the Commissioner has not granted extension for furnishing return, the Chief Commissioner may on 


application made by taxpayer grant extension or further extension upto 15 days. In exceptional 
circumstances longer time may be granted, 


Answer-16 
S. 122(5) and (5A) 


Answer-17 

a) S. 74(1),(2) and (9) 
b) S. 114(1),(1A) 

c) S. 114(3) 


Answer-18 

(i) On or before 30 September 2012. 
(ii) On or before 30 September 2012. 
(iii) ^ Onorbefore 31 December 2012. 
(iv) On or before 30 September 2012. 


Anwser-19 


An assessment order can be amended within 5 years from the end of the financial year in which the Commissioner 


has issued or is treated as having issued the original assessment order [S.122(2)).The last date in this case is June 30, 
2013, therefore show cause notice issued is valid. 


Answer-20 
i A retum of income - [S.114(2)] 

(g) shall be in the prescribed form and shall contain prescribed annexures and statements; The Board may 
prescribe different returns for different classes of income or persons (including persons subject to final 
taxation). 

(b) shall state all the relevant particulars, including a declaration of the records kept; 

(a) shall be signed by an individual and in case of other persons it shall be signed by person's representative. 

(b) shall contain evidence of payment of tax as indicated in return. 

(c) shall contain a wealth statement (u/s 116) 

(d) shall be accompanied with a foreign income and assets statement, 

If any of the above condition is not fulfilled the return filed by Mr. Dynamic will be considered as *incomplete'. 

ii) Following are the circumstances under which return of Mr. Dynamic can be amended: 
Refer S. 122 (5), (SA) 
Answer-21 
8) S. 114 (6) 
b) If Zia files return before receipt of notice of audit (voluntarily) by paying tax short paid/evaded + default 
surcharge, then no penalty will be recovered. 
Answer-22 
A person discontinuing a business shall give Commissioner a notice within 15 days of the discontinuance. 
The person discontinuing a business shall on being required by the Commissioner by notice, furnish a return. The 
period of return will start from the Ist day of tax year(of discontinuance) and will end on the date of discontinuance. 
This period shall be treated as a separate tax year. [S.117] 
Answer-23 
a) Sec 114(1), 114(1A) 


b) The Commissioner may give notice to a person to furnish a return for a period of less than 12 months, if- 
[S.114(3)] 
(a) the person has died; 
(b) the person has become bankrupt or gone into liquidation; 
(c) the person is about to leave Pakistan permanently; 
(d) the Commissioner otherwise considers it appropriate. 
e) If a person fails to ſile a return after receiving notice from Commissioner, the Commissioner may, based on 


available information and exercising his best judgement, make an assessment of the income and tax. [S.121 (1)] 
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Answer-24 : — 
As per S.127 (3) (e) if appeal relates to an assessment, it will be lodged with the Commissioner (appeals) within 30 


days of service of demand notice i.e. upto 31 January 2015. 


Answer-25 
(a) First ground on which assessment can be amended . i; 
The Commissioner may amend or further amend an assessment order, where through audit or on the basis of 


definite information, he is satisfied that — 
any income chargeable to tax has escaped assessment; or ' n . 
te is applied, or excessive relief is provided; or 


(i) 
(ii) total income is under-assessed, or lower tax rate 
(iii) any amount under a head of income has been misclassified. 


Second ground on which assessment can be amended 82 
The Commissioner may amend/ further amend an assessment order, if order is prejudicial to interest of revenue, 


(b) The Commissioner shall not amend any assessment order: 
e after 5 years from the end of the financial year in which the Commissioner has issued or is treated to 
have issued the original assessment order. [S. 122(2)] 


unless taxpayer has been provided with an opportunity of being heard. [S. 122(9)] 


Answer-26 
The following persons may be granted immunity from filing of tax return u/s 114 of the Income Tax Ordinance, 
2001 solely by reason of owning immovable property with a land area of fivc hundred square yards or more or any 


flat located in areas falling within the municipal limits: 
(a) <A widow; 

(b) an orphan below the age of 25 years; 

(c) a disabled person; or 

(d) anon- resident person 


Answer-27 
(a) Section 114(1), 114(1A) 
The Commissioner may give notice to a person to furnish a return for a period of less than 12 


(b) (i) 

months, if- 
(a) the person has died; 
(b) the person has become bankrupt or gone into liquidation; 
a 15 pm is about to leave Pakistan permanently; 

- € Commissioner otherwise considers it a i 

(ii) If a person fails to file a return after receivi i a e issi issi 
ving notice from Commissioner, the Commissioner may, 


based i : . y 
on available information and exercising his best judgement, make an assessment of the 


income and tax. [S. 121 (1)] 
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Answer-28 


Wealth statement 

Assets: 
Agricultural land in Hyderabad 
Residential property in DHA Karachi 
Investment in shares of listed company 
Business capital-FG & Company 
Motor vehicle 


Mr. Zahid 


Wealth Statement 
For Tax Year 20X7 


(1,100,000 — 50,000 - 100,000) 
(4,000,000 + 2,540,000 — 450,000) 


Cash 
Bank 
Advance 
Less Liabilities: 
Loan (1,500,000 - 200,000) 
- Total 
(W) 
Cash & Bank — (600,000 + 300,000 + 450,000 — 1,000,000 + 350,000 -37,500 - 200,000 — 
2,075,000 + 2,500,000) 
Mr. Zahid 
Wealth Reconciliation Statement 
For Tax Year 20X7 
Opening wealth 
Add; Inflows 
income from Business 
Gain on shares (350,000 — 50,000) 
Net Receipts from Agricultural land 
Less: Outflows 
Tax on capital gain 
Share gifted 
Personal expenses 
Total 
Answer-29 
Situations Refer S. 122(5) and (SA) 
Time period Refer S. 122(2) and (4) 
Answer-30 
(a) 


157,500 


5,000,000 
3,000,000 
950,000 


6,090,000 
1,540,000 


887,500 
1,000,000 
18,467,500 


(1,300,000) 
17,167,500 


887,500 


14,040,000 


2,540,000 

300,000 
2,500,000 
5,340,000 


37,500 
100,000 
2,075,000 


(2,212,500) | 


17,167,500 | 


(i) “Concealed asset” means any property or asset which was acquired from income chargeable to tax. 


(ii) Where Government has impounded a concealed asset of a person, Commissioner may, 


ent order, issue a provisional ass 
concealed asset. 


ui 
er, for the last completed tax year by adding the 


The Commissioner shall finalise the order as soon as practicable 
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x i in which th 
(i) An ment order can be amended within 5 years from the end of the financial year in which the 
ed the original assessment order. 


Commissioner has issued or is treated to have issu 
Therefore first amendment of assessment can be made by 30-June-2019. 
ent order has been ame ded, Commissioner may her amend, as many times as may be 
necessary, the original assessmen within the later of — 

(a) 5 years from the end of the financial year in w 

having issued the original assessment order; or 

(b) 1year from the end of the financial year in which amendment was passed. 

Therefore further amendmen de within the later of: 


e 30-06-2019 
e 30-06-2018 
Hence further amendm 


(ii) ass 
hich the Commissioner has issued or is treated as 


t of assessment can be ma 


ent of assessment can be made by 30-06-2019 


Answer-31 r before September 30" next following the 


(i) ^ Return of income by an individual or AOP shall be filed on o 


end of the tax year. [S. 118 (3) 

(i) it will be furnished by the due date s 

(iii) He will file it within 30 days of date of service of notice. Com 
[S.114 (4)] 

(iv) K compan will file its f inc: 

Tax year ends 

If the tax year ends between January 


June 30^ the tax year 
If the tax year ends between July Ist to On or before September 30" next following the end 
December 31" of the tax year 


Answer-32 
The Commissioner may give notice to a person to furnish a return for a period of less than 12 months, if- 


a) the person has died; 


pecified in the notice. [S. 118 (5)] 
missioner may allow a longer period. 


Due date for filing 
December 31" next following the end of 


Ist to | On or before 


b) the person has become bankrupt or gone into liquidation; 
c) the person is about to leave Pakistan permanently; 
d) the Commissioner otherwise considers it appropriate. 


The return will be furnished by the due date specified in the notice. 
If a person fails to furnish the return, the Commissioner may, based on available information an 
his best judgement, make an assessment of the income and tax. Now assumed assessment shall have no 


legal effect. [S.121] 


d exercising 


Answer-33 


i) Haider should comply with the following requirements on cessation of his business: 
„He shall give Commissioner a notice within 15 days of the discontinuance i.e. by 15 February 20X8. 
e — He shall himself or being required by the commissioner by notice, furnish a return. The period of 
return will start from 1" day of tax year (of discontinuance) and will end on the date of 
discontinuance. This period will be treated as separate tax year; 
e = The return will be furnished by Haider by the due date speci di i 
. ified in th 
ii) Ifa taxable source of income ceases to exist either: P —— : 
before the commencement of the year or 
e during the tax year, 
then any subsequent benefit derived from it shall b i 
€ tax i 
— MC We able in normal way assuming that the source has not 
Therefore, Rs. 1,300,000 received from I 
fore, ,300, nsurance com i i i 
of Haider and would be taxable in the normal way. um n 
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nswer-34 
Refer S. 116 (1) 


Answer-35 


a) A person dissatisfied with following orders passed by a Commissioner/Officer of Inland Revenue may file 
an appeal to the Commissioner (Appeals): 


i. best judgement assessment order (S.121) or 

ii. — amended assessment order (S. 122) or 

iii, Where a person is held personally liable to pay tax, or 

iv. — where he is declared as a representative of a non-resident person or 
v. appeal effect order or 


vi. where Commissioner refuses to rectify a mistake, or 
vii an order which enhances assessment, reduces a refund or increases liability of the person [S. 127] 


b) Sadiq Ali will adopt the following procedure for filing of appeal to the commissioner (appeals). It shall: 
. bein the prescribed form; 


b. be verified in the prescribed manner; 

c. state the grounds of appeal; 

d. be accompanied by fee of Rs.1,000 as it relates to assessment. 

e. It will be lodged with the Commissioner (Appeals) within 30 days of service of demand notice 


p 


Answer-36 

8) 

Persons required to file statement 
Every resident individual having: 


* foreign income equal to or greater than 10,000 United States dollars or 


* having foreign assets with a value equal to or greater than 100,000 United States dollars 
shall furnish a foreign income and assets statement. 


Particulars 

The particulars include the following: 

(a) the person's total foreign assets and liabilities as on the last day of the tax year; 

(b) any foreign assets transferred by the person to any other person during the tax year and the consideration 
received; and 

(c) complete particulars of foreign income, the expenditure derived during the tax year and that the expenditure 
wholly and necessarily for the purposes of deriving the said income. 


b) 
Concept of concealed asset 


“Concealed asset” means any property or asset which was acquired from income chargeable to tax. 

er of commissioner relatin 
Where Government has impounded a concealed asset of a person, Commissioner may, before issuing assessment 

issu visional for the last completed tax year by adding the concealed asset. 

Where Commissioner or any department or agency of the Federal Government or a Provincial Government 
discovers an offshore asset of any person (not declared earlier) they may, before issuing any assessment order, issue 
à provisional assessment order for the last completed tax year by adding the offshore asset. 
The Commissioner shall finalise the order as soon as practicable. 


a[| — — ^ ...... —— 
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Answer-37 
(i) Rubina can file an appeal with Commissioner (Appeals) within 30 days from the date of service of 


demand notice which is 31 August 2019. 


(ii) In deciding (disposing) the appeal, the Commissioner (Appeals) may — 


(a) make an order to 
e confirm, 
e modify or 
e annul (cancel) : 
amining the evidence/causing enquires.; or 


the assessment order after ex 
(b) in any other case, make such order as he thinks fit. 

If Commissioner (Appeals) thinks that tax recovery shall cause undue hardship; he may stay recovery 
upto 30 days after providing Commissioner an opportunity of being heard. ° l 
The Commissioner (Appeals), may stay tax recovery for a- further period of 30 days after providing 
Commissioner an opportunity of being heard. However in this case Commissioner (Appeals) shall pass 
an order on appeal in the said period of 30 days. i u 
(iv) Rubina may appeal to the Appellate Tribunal (ATIR) against the order issued by the Commissioner 

(Appeals) within 60 days of the date of service of order of Commissioner (Appeals). 


(iii) 


— 


Answer-38 


a. §,122(8) 
b. The Commissioner may amend or further amend an assessment ord 


of definite information, he is satisfied that — 


er, where through audit or on the basis 


(i) any income chargeable to tax has escaped assessment; or 
is applied, or excessive relief is provided; or 


(ii) total income is under-assessed, or lower tax rate 1 
(iii) any amount under a head of income has been misclassified. 


The Commissioner may amend/further amend an assessment order, if order is prejudicial to interest of 


revenue. 


If an assessment order has been amended Commissioner may further amend, as many times as may be 


necessary, the original assessment within the later of — 

(a) 5 years from the end of the financial year in 
having issued the original assessment order; or 

(b) 1 year from the end of the financial year in which amendment was passed. 


which the Commissioner has issued or is treated as 


The second amendment of assessment can be made within later of: 
5 years from the end of the financial year in which Commissioner has issued assumed assessment order 


(30-06-21) 
l year from the end of financial year in which first amendment of assessment has been made (30-06- 


21) 


Conclusion: 
Therefi * 
erefore Commissioner may further amend an assessment by 30 June 2021 and he is justified 
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' Answer-39 

Trentment in wealth statement 
nvestments in AOP will be shown at Rs. 6,700,000 

+ 1,400,000). (5,300,000 
Car provided by AOP is for official use only therefore it will 
not be shown in wealth statement. 


Gold will be shown as an asset at Rs. 500,000. Market value is | No impact 
ignored while preparing wealth statement. 


Cash and bank balance will increase by Rs. 1,876,000. Gain on disposal of Rs. 176,000 (1,876,000 — 
1,700,000) will be shown as inflow (income 

Loan payable of Rs. 400,000 (1,000,000 — 600,000) will be | No impact 

shown as liability. 

Rs. 600,000 will be shown as deduction in cash and bank 


balance. 


Treatment in wealth reconciliation statement 
Rs. 1,400,000 will be shown as an inflow 
(income). 


Answer-40 
Refer S. 114 (6) 


Note for students: Following is the detail of starting and end point of relevant tax years. 


Normal Tax vear (1.7.2021 — 30.6.2022) 
Transitional Tax year (1.7.2022 = 31.12.2022) 
ar (1.1.2023 — 31.12.2023 
LI 31 December 2022 (For normal) 
* 30 September 2023 (For transitional) 
* 30 September 2024 (For special) 


il) 


Note for students: Following is the detail of year ends and assumed assessment order date, 
Normal Tax year ends on 30.6.2022 — Return will be filed on or by 31 Dec 2022 and assumed assessment order 
is issued on 31 December 2022 and 5 years from the end of financial year in which assumed assessment order is 
Issued is 30.6.2028. 
Special Tax year ends on 31.12.2023 - Return will be filed on or by 30 Sep 2024 and assumed assessment order 
is issued on 30 Sep 2024 and 5 years from the end of financial year in which assumed assessment order is 
issued is 30,6.2030. 

. 30 June 2028 


. 30 June 2030 


If the taxpayer has furnished a complete return of income (other than a revised return),- 

(a) It will be considered that Commissioner has made an assessment of taxable income and tax due 
thereon; and 

(b) return shall be considered as an assessment order issued by Commissioner on the day the return was 


furnished. [S.120 (1)] 
If a person fails to: : NT TNNT 
(ab) furnish return of income in response of notice under subsection (3) and (4) of section 114; or 


(b) furnish a return as non-resident ship owner or aircraft owner; or 
(c) furnish the wealth statement; or 


a ———_ 
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any person employed 


(d) produce before Commissioner or a special audit panel appointed (u/s 177) or 
by a firm of chartered accountants, (u/s 177) accounts, or documents required for making 
assessment of income and tax 

the Commissioner may, based on available information and exercising his best judgement, make an 

assessment of the income and tax. Now assumed assessment shall have no legal effect. [S. 121(1)] 


ii) Section 117(1),(2) 
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OTHER QUESTIONS 


Who is required to file a retum S140) | 


a S 
d) For how many previous years Commissioner can demand return |IS.1I4(5) — | 
e) A person has forgotten to claim certain expenses incurred by him. What 
option is available to him and what condition is attached there to 
The Commissioner has started the audit of a Chromatic Pharmaceutical 
company a subsidiary of Chromatic Holland. Please advise Chromatic 
company about the consequence if it wishes to file return: 
a. Before receipt of notice for show cause 
b. After receipt of notice for show cause 


g) On whom it is binding to file wealth statement Selected provision of S. 
` |116. 


h) Is it binding on salaried tax payers to file an electronic return of income S. 118(2A) 


i) What is the time limitation for filing a wealth statement Selected provision of S. 
116. 
j) Mr. Bilal Jutt has dividend income amounting to Rs. 400,000. He is of the | No it is binding to file as 
view as all of his income falls under final tax regime so it is not binding on | per S. 116(4). 
him to file a wealth statement, Please Comment on his view point 


k) What are the grounds on which taxpayer can get an extension in respect of | S. 119 (3) 
filing of return 


n) Vimos AOP has recently. filed a retum of income. The accounting | S. 120(3) 
depreciation schedule is missing in the accounts filed along with retum of 
income. What power is available to the Commissioner in this respect? 
0) What are the grounds available to the Commissioner on which he can make 
best judgment assessment 
p) What are the grounds on which assessment can be amended or an amended | S. 122(5),(5A) 
assessment can be further amended 


q) The Additional Commissioner has passed an assessment order under | S. 122A 
S. 122B 


122(5A) to the tax payer. What is the power available to thc commissioner in 
Azhar is wrong because 


Commissioner is justified 
as per S. 114(4). 


S. 114A) 


r) The taxpayer has made an application to the Commissioner to issue to him 
an exemption certificate because he thinks that all of his income during the 
year is exempt from tax. The commissioner has refused to issue the same, 
What recourse js available to the taxpayer 

) Commissioner income tax has recently come to know that Asim Shakoor has 
not filed his return of income for Ty 2009. The commissioner has issued him 
à notice to file the same within 30 days of receipt of notice. Afler receipt of 
notice Asim consulted with one of his friend Azhar Khan who told Asim 
"Don't worry, Commissioner is not justified in issuing the notice." 
Therefore, he has not responded to the notice. 

Please comment on Azhar's point of view. 
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RECORDS AND AUDIT 


Records [Sec. 174] 
Prescribed books of accounts [Rule 28-31] 
General form of books of accounts, documents and records [Rule 32] 


Books of account, documents and records to bc kept at the specified place [Rule 33] 
Audit [Sec. 177] 


Special audit panel [Sec. 177] 
National Database and Registration Authority [Sec 175B] 
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-CHAPTER 16 
RECORDS AND AUDIT 
Records [Sec. 174] 
l Every taxpayer shall maintain in Pakist . 
00 The Commissioner may disallow deductiga if dc inte Gocumenm and records. 


ranido: deduction if the taxpayer do not provides the record of the 


(3) The accounts and documents shall be mai 
relate. In case a proceeding is pending, 
Explanation: Pending proceedings incl 
before an Alternative Dispute Resoluti 


The time limit of 6 years is not applicable for foreign source income, assets, expenses etc. so taxpayer will 
maintain record for indefinite period of time. 


“ inn! 2 4 . 1 
(4) The "deduction" means any amount debited to trading account, manufacturing account, receipts and 
expenses account or profit and loss account. 


(5) The Commissioner may require any person to install and use an Electronic Tax Register. It will be used 
for the purpose of storing and accessing information regarding any transaction that affects the tax liability. 


ntained for 6 years after the end of the tax year to which they 
record will be kept till the final decision. 


ude proceedings for assessment, appeal and any proceedings 
on Committee. 


Prescribed books of accounts [Rule 28-31] 


axpayer required to 
maintain proper books of 
account, documents and 


Records to be kept 


Every taxpayer deriving 
income from business 
(General requirements 
applicable to all taxpayers 
deriving income from 

business) 


money received and expended and their details. 

sales and purchases of goods and all services provided and obtained 

„all assets of the taxpayer 

„all liabilities of the taxpayer; and 

e in case of a taxpayer engaged in assembly, production, processing, 
manufacturing, mining or like activities, all items of cost relating to the 
utilization of materials, labour and other inputs. 

e The accounts and documents shall be maintained for 6 years after the end 

of the tax year to which they relate. In case a proceeding is pending, record 

wil] be kept till the final decision. 


Every taxpayer other than 
companies, deriving 
income chargeable under 
the head Income from 
business 
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cash-memo / invoice / receipt for cach 


e Serially numbered and dated 

transaction of salc or receipt containing the following: 

(a) taxpayer's name or the name of his business, address, national tax 
number or CNIC and sales tax registration number, 

(b) the description, quantity and value of goods sold or services rendered; 

Where each transaction does not exceed Rs. 100 one or more cash-memos 

per day for all such transactions 

Daily record of receipts, sales, payments, purchases and expenses, a single 

entry in respect of daily receipts, sales, purchases and different heads of 


Taxpayers with business 
income upto Rs. 500,000 
and new taxpayers 
deriving income from 
business 


expenses; and 
Vouchers of purchases and expenses. 


Serially numbered and dated cash-memo / invoice / receipt for each 


transaction of sale or receipt containing the following: 

(a) taxpayer's name or the name of his business, address, national tax 
number or CNIC and sales tax registration number, 

(b) the description, quantity and value of goods sold or services rendered; 


ii. | Taxpayers with business | e 
income exceeding Rs. 
500,000 and wholesalers, 
distributors, dealers and 


commission agents 
and 
(c) in case of a wholesaler, distributor, dealer and commission agent, 


where a single transaction exceeds Rs. 10,000 the name and address 
of the customer 
Where each transaction does not exceed Rs.100 one or more cash- memos 
per day for all such transactions may be maintained 
e Cash book and/or bank book or daily record of receipts, sales, payments, 
purchases and expenses; a single entry in respect of daily receipts, sales, 
purchases and different heads of expenses. 
e General ledger or annual summary of receipts, sales, payments, purchases 
and expenses under distinctive heads. 
e Vouchers of purchases and expenses and where a single transaction 
exceeds Rs. 10,000 with the name and address of the payee; and 
* Where the taxpayer deals in purchase and sale of goods, quarterly 
inventory of stock-in-trade showing description, quantity and value. 
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Professionals like medical 
practitioners, legal 
practitioners, accountants, 
auditors, architects, 
engineers etc. 


Serially numbered and dated patient-slip / invoice /receipt for each 

transaction of sale or receipt containing the following: 

(a) taxpayer's name or the name of his business or profession, address, 
national tax number or CNIC and sales tax registration number, if any 

(b) the description, quantity and value of medicines supplied or details of 
treatment/ case / services rendered (confidential details are not 
required) and amount charged 

(c) the name and address of the patient / client 

However the condition of recording address of the patient on the patient 

slip clause shall not apply to general medical practitioners 

Daily appointment and engagement diary in respect of clients and patients 

provided that this clause shall not apply to general medical practitioners 

Daily record of receipts, sales, payments, purchases and expenses; a single 

entry in respect of daily receipts, sales, purchases and different heads of 

expenses 

Vouchers of purchases and expenses 


Serially numbered and dated cash-memo / invoice /receipt for each 
transaction of sale or receipt containing the following 
(a) taxpayer's name or the name of his business address, 
national tax number or CNIC and sales tax registration 
number, 
(b) the description, quantity and value of goods sold 
(c) where a single transaction exceeds Rs. 10,000 the 
name and address of the customer 

Cash book and/or bank book i 

Sales day book and sales ledger (where applicable) 

Purchases day book and purchase ledger (where applicable) 

General ledger 

Vouchers of purchases and expenses and where a single transaction 

exceeds Rs. 10,000 with the name and address of the payee; 

Stock register of stock-in-trade (major raw materials and finished goods) 
supported by gate in-ward and outward records and quarterly inventory of 
all items of stock-in-trade including work-in-process showing description, 

quantity and value. 


Manufacturers (with 
turnover exceeding Rs. 2.5 
million) 


Salary 

e Salary certificate indicating the amount of salary and tax deducted there 
from. 

Income from properly 

e Tenancy agreement, if executed 

e Tenancy termination agreement, if executed 

e Receipt for amount of rent received 

e Evidence of deductions claimed in respect of premium paid to insure the 
building, local rate, tax, charge or cess, ground rent, profit/interest or share 
in rent on money borrowed, expenditure on collecting the rent, legal 
services and unpaid rent. 

Capital gain 

Evidence of cost of acquiring the capital asset 


Every taxpayer deriving 
income chargeable under 
the head income from 
salary, property, capital 
gains or other sources 
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Evidence of deduction for any other costs claimed 
e Evidence in respect of consideration received on disposal of the capital 
asset, 
Income from other sources i 
Dividends , 
e Dividend warrants 
Royalty 
e Royalty agreement. 
Profit on debt 
e Evidence and detail of profit yielding debt 
e Evidence of profit on debt and tax deducted thereon, like certificate in the 
prescribed form or bank account statement; and 
e Evidence of Zakat deducted, if any. 
Ground rent from the sub-lease of land or building, income from the lease o 
any building together with plant or mac inerv and consideration for vacating the 
possession of a building or part thereof 
(a) Lease agreement 
(b) Lease termination agreement. 
Annuity or Pension 
Evidence of amount received. 
^ za m 
prescribed form. 
Provision, usc or exploitation of property 
e Agreement ‘ : 
Loan, advance, deposit or gift 
e Evidence of mode of receipt of a loan, advance, deposit 
or gift i.e., by a crossed cheque or through a banking channel. 
General 
Evidence of deduction for any other expenditure claimed. 


General form of books of accounts, documents and records [Rule 32] 

(1) The books of accounts and records may be kept on electronic media, if safety measures are ensured. 

(2) The books of accounts and records of a company shall be maintained in accordance with international 
accounting standards and as required under the Companies Act, 2017. 


Books of account, documents and records to be kept at the specified place [Rule 33] 


(1) Income 
The books shall be kept at place where business is carried on. If it is carried on in more than one places, 


then records will be kept at the principal place or at each places if separate books are maintained for each 


place. 
(2) es e from sources other than business 
ere a person earns income other th i 
" 1 ad an business, the books shall be kept at person's residence. 


The place where the books are kept shall be clearly stated on the tax return 
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Audit [See. 177] 
1) The Commissioner may call for the d " : 
( - under this Ordinance or denen (including books of accounts) maintained: 
any other law 


(2) - After obtaining the records of a person or 

- Where necessary record is not maintained 

the Commissioner shall conduct an audit of the in irs (includi inati 

quur à come tax 

records, enquiry into expenditure, assets and liabilities). affairs (including examination of accounts and 

(2A) Commissioner may conduct audit proceedings electronical ideo li i ili 
š y through video link or other prescribed facility. 

(2AA) Audit on the basis of sectoral Benchmark Ratios prescribed bn Board ction 177 AA " 

Where a taxpayer — 


(a) has not furnished record or documents or books of accounts; 
(b) has furnished incomplete record or books of accounts; 
(c) isunable to give explanation of defects in records, documents or books of accounts. 
it shall be considered that taxable income is not correctl lared and Commissioner shall determine taxable 
income on the basis of sectoral benchmark ratios (prescribed by the Board). 
Explanation - The expression "Sectoral benchmark ratios" means standard business sector ratios notified by 
Board on basis of comparative cases (including financial ratios, production ratios, gross profit ratio, net profit 
ratio, recovery ratio, wastage ratio and other prescribed ratios). 
(6) Afte ion of the audit, the Commissioner may, after obtaining taxpayer’s explanation on all the issues 
raised in the audit, issue an audit report containing audit observations and findings. 
(6A) After issuing the audit report, the commissioner may, if considered necessary, amend the assessment 
(ws 122) after providing an opportunity of being heard to the taxpayer. 
(7) Section 177 shall not apply to a person whose income tax affairs have been audited in any of the preceding 4 
tax years. However, Commissioner may select a person (under section 177) for audit with the Board approval. 
(8) The Board may appoint a firm of Chartered Accountants or Cost and Management Accountants to conduct-an 
audit of the income tax affairs of a person sclected for audit by the Commissioner or the Board. The scope of 
audit shall be determined by the Board on a case to case basis. P 
(9) Any person employed as above may be authorized by the Commissioner to give notices to obtain information 
and to enter into premises. 
(10) Where a person fails to produce before: 
- the Commissioner or 
a firm of Chartered Accountants or Cost and Management Accountants, 


e ac documents electronically kept record, electronic machine or any other evidence, the 
Commissioner may proceed to make best judgment assessment (u/s 121) and assumed assessment shall have 


no legal effect. 


Special audit panel . 

(11) The Board may appoint as many special audit panels as may be necessary, comprising 2 or more members from 
the following:- 
(a) an officer or officers of Inland Revenue; 
(b) a firm of Chartered 8 
(c) a firm of Cost and Management Accountants; or : 
(d) any other person including a foreign expert or specialist as directed by the Board, 
(e) a tax audit expert deployed under an audit assistance programme of an international tax organization or a 

tax authority outside Pakistan. . . . 

to conduct an audit, including a forensic audit, of the income tax affairs of any person and scope of audit shall 
be determined by the Board or the Commissioner on case to case basis. l 
If a member is not an officer of Inland Revenue, the person shall only be included as a member in the special 
audit panel if an agreement of confidentiality has been entered into between the Board and the person, 
international tax organization or a tax authority. 
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irman who shall be an officer of Inland Revenue. 


ion (u/s 176) for conducting an audit 


(12) Special audit panel shall be headed by a Cha e a 
d power to obtain informati 


(13) Powers to enter into premises (u/s 175) an 
fficer of Inland Revenue. 


[under sub-section (11)], shall be exercised by an o . : 

the to issi i der sub-section (11)] 
14 fore the Commissioner or a special audit anel [un 1)] any 
(14) Where a person fails to produce before the ee gee F 


t docu 
accounts, documents and records, or any other relevan n 
machine or any other evidence, the Commissioner may roceed to make best judgment assessment and assumed 


assessment shall have no legal effect. 

(15) If any 1 member of the special audit panel, other than the Chairman, is absent from conducting an audit, the 
proceedings of the audit may continue, and the audit shall not be invalid. 

(16) Functions performed by an officer of Inland Revenue shall be considered as h 


audit panel. . " ial audi 
(17) Board may prescribe the mode and manner of constitution, procedure and working of special audit panel. 


aving been performed by special 


Natiorial Database and Registration Authority [Sec 175B] 


(1) The NADRA shall, on its own motion or on application by Board, 
with the Board, for broadening of tax base. 


(2) The NADRA may identify (for a person whether a taxpayer or no 


properties, liabilities, expenditures, or transactions that have: 
e escaped assessment or 
been under-assessed or 
e been assessed at a low rate, or 
e been subjected to excessive relief or refund or 
e have been mis-declared or misclassified under a particular head of income. 
(3) The Board may use information communicated to it by NADRA and forward such information to an 
income tax authority (having jurisdiction). 


(4) The NADRA may compute indicative income and tax liability of anyone using artificial intelligence, 


mathematical or statistical modelling or any other modern device or calculation method. 
(5) The indicative income and tax liability computed by the NADRA shall be notified by the Board to 
ihe relevant — n. The ei shall have the option to pay the determined amount on such terms, 
onditions, instalments, iscounts, reprieves relating to i 
limits will be prescribed by the Homd — dede 
(6) In 5 the person does not pay such liability within the time prescribed, the Board shall take action 
m Puer this Ordinance) upoe the basis of tax liability computed above 
e person pays such liabili : onsi 
ity, such payment shall be considered to be an amended assessment 


order [under section 120 or sub-secti i : 
case may be]. Section (1) of section 122 or sub-section (4) of section 122 as the 


share its records and information 


t) income, receipts, assets, 
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— ÁO 
Summary &{ Section 175B 


— 22 


shall share record with Moara — > 


NADRA will identify incomes which are not assessed 


NADRA will compute indicative tax 


Indicative tax shall be communicated 
by FBR to T.P 


Person paid the tax 


Yes No 


Payment shall be ö Board shall take 
considered as amended action 
Assessment order 
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ICAP PAST PAPER QUESTIONS 


of its income tax affairs. The management is of the opinion 
y should not have been selected for audit this year. 


Question-1 


Ayub Industries Limited has been selected for the audit 
that since their tax affairs werc audited last year also, the 
Required: 


Discuss the management's point of view in the light of Income Tax Ordinance, 2001. 


(2 
(Q.4 (b) September 2008) 


TET provisions of the Income Tax Rules, 2002 list the records to be kept by a taxpayer in respect of his 
income from: " 
(i) Salary a 
(ii) Property . s 


m 2 M (I. 
(iii) capital gain (Q.3 (d) March 2019 


Question-3 


Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, briefly explain the following: 
a) Requirement of books of account to be maintained by a taxpayer who has business income upto Rs. 500,000.(04) 
b) Provisions regarding Special Audit Panel. (05) 
(Q.4 (a), (c) September 2019) 

Question-4 
Briefly explain the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder relating to 
requirement of books of account to be maintained by a manufacturer having turnover exceeding Rs. 2.5 million. 

(04) 
— (Q.4(b)(ii) March 2021) 
Briefly explain the term “Sectoral benchmark ratios” 


: . Also, explain the circ i i issioner 
shall determine taxable income on the basis of sectoral ARS s e 


benchmark ratios, (03) 
(Q.4 (a) March 2022) 

Question-6 

Under the provisi > 

— v required to be kept — v mt and Rules made thereunder list the additional records 

Proprietor whose business income is spio fi: sin ra business income exceeds Rs. 500,000 as compared to a sole 

Bi (02) 

(Q.5(a) September 2022) 
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ICAP PAST PAPER SOLUTIONS 
ARIES hall not app 
Section 177 shall not apply to a person whose income tax affai ited i 
é Xe airs have been audited in any of the preceding 4 tax 
years. However, Commissioner may select a person (Ayub Industries) for audit with the Board approval. 
Answer-2 
Following list of records are to be kept: 


|. Salary certificate indicating the amount of salary and tax deducted there from 
Income from property l 
|. Tenancy agreement, if executed 
2. Tenancy termination agreement, if executed 
3. Receipt for amount of rent received 
4. Evidence of deductions claimed in res 
cess, ground rent, profit/interest or sh 
legal services and unpaid rent. 
Capital gain 
1. Evidence of cost of acquiring the capital asset 
2. Evidence of deduction for any other costs claimed 
3. Evidence in respect of consideration received on disposal of the capital asset. 


pect of premium paid to insure the building, local rate, tax, charge or 
are in rent on money borrowed, expenditure on collecting the rent, 


Answer-3 
a) The books of accounts required to be maintained by a taxpayer who has business income up to Rs. 500,000 
are as follows: 
*  Serially numbered and dated cash-memo / invoice / receipt for each transaction of sale or receipt 
containing the following: 
a) taxpayer's name or the name of his business, address, national tax number or CNIC and sales tax 
registration number, 
b) the description, quantity and value of goods sold or services rendered; 
+ Where each transaction does not exceed Rs. 100 one or more cash-memos per day for all such transactions 
* Daily record of receipts, sales, payments, purchases and expenses, a single entry in respect of daily 
receipts, sales, purchases and different heads of expenses; and 
* Vouchers of purchases and expenses. 
b) Refer 8. 177 (11) to (17). 
Answer-4 


Following books of accounts are to be maintained by a manufacturers with turnover exceeding Rs. 2.5 million: 

* Serially numbered and dated cash-memo / invoice /receipt for each transaction of sale or receipt containing 
the following: . 
(a) taxpayer's name or the name of his business address, national tax number or CNIC and sales tax 

registration number, 

(b) the description, quantity and value of goods sold 
(c) where a single transaction excceds Rs. 10,000 the name and address of the customer 

: Cash book and/or bank book 

* Sales day book and sales ledger (where applicable) 

? Purchases day book and purchase ledger (where applicable) 

x General ledger . 

a Vouchers of purchases and expenses and where a single transaction exceeds Rs. 10,000 with the name and 
address of the payee; 
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i rted by gate in- ward 
. Stock register of stock-in-trade (major raw materials and finished te ak: sus RRA 
outward records and quarterly inventory of all items of stock-in-trade in ü 


description, quantity and value. 


Answer-5 


= i ified b ard on basi 
The expression "Sectoral benchmark ratios” means standard business sector ER an n 8 a 
comparative cases (including financial ratios, production ratios, gross profit ratio, net p 2 


wastage ratio and other prescribed ratios). 


Where a taxpayer — 
(a) has not furnished record ar documents or books of accounts; 


(b) has furnished incomplete record or books of accounts; 


(c) is unable to give explanation of defects in records, documents or books of accounts. hall d ; 
it shall be considered that taxable income is not correctly declared, and Commissioner shall determine taxable 


income on the basis of sectoral benchmark ratios (prescribed by the Board). 


Answer-6 
Following additional records are required to be kept by sole proprietor whose business income exceeding Rs. 
500,000 as compared to a sole proprietor whose business income is upto Rs. 500,000. 
in case of a wholesaler, distributor, dealer and commission agent, where a single transaction exceeds Rs. 
10,000 the name and address of the customer 
2. Cash book and/or bank book 
3. General ledger or annual summary of receipts, sales, payments, purchases and expenses under distinctive 
heads, 
4. Vouchers of purchases and expenses and where a single transaction exceeds Rs. 10,000 with the name and 
address of the payee; and 
5, Where the taxpayer deals in purchase and sale of goods, quarterly inventory of stock-in-trade showing 
description, quantity and value. j 
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CHAPTER 17 
GENERAL THEORY QUESTIONS BY ICAP 


ICAP PAST PAPER QUESTIONS 

Question. 

Explain the correct tax treatment in each of the following situations: 

(i) In July 2011, Mr. Yahya entered into an agreement for sale of his residential 
an advance of Rs.500,000. According to the agreement, Mr. Moosa was re 
February 28, 2012. However, instead of paying the balance amount, he te 
Mr. Yahya forfeited the advance of Rs.500,000 in accordance with the terms of the agreement, 

(ii) In September 2011, Mr. Saleem sold his personal car, Toyota Corolla, to o 


ne of his cousins at a price of 
Rs.50,000 whereas the FMV of the car was Rs.200,000 .The car was purchased by him in the year 2005 at a 
cost of Rs.300,000. 


(ii) ^ Mr. Ibrahim was working as a Chief Financial Officer in Dawood Pakistan (Pvt.) Ltd, which is a wholly 
owned subsidiary of Dawood AG. Germany. According to Company's policy, Mr. Ibrahim was sent on 
secondment to Germany on January 1, 2012 for a period of five years, During this period, half of his salary 
will be credited to his bank account in Pakistan, whereas the remaining portion will be received by him in 


plot to Mr. Moosa, who paid 
quired to pay the balance by 
tminated the sale agreement, 


Germany. (10) 
(Q.2 (a) March 2007) 
Question-2 


There are various situations in the Income ax Ordinance, 2001 when the rules applicable to Companies are 


different from those applicable to other taxpayers. Briefly discuss the differences in the tax laws for an Individual 
and a Company in the following case of method of accounting. (2) 


(Q.5 (b) March 2008) 
Question-3 


After completion of the audit of Chandi Enterprise (CE) under the Income Tax Ordinance, 2001, the Commissioner 
has ordered the following amendments in the income tax return filed by CE. 
Disallowance of the following expenditures: 


* Rs. 27,000 spent on Annual Eid-Milan Party arranged by the firm for its employees and their families. 


Penalty for late delivery amounting to Rs. 60,000 which had to be paid to a client on account of negligence on 
the part of the Shipment Manager. 


Donation of Rs. 150,000 paid to the National Institute of Cardio Vascular Diseases (NICVD), established by the 
Federal Government. 


Salary of Rs. 850,000 paid to the Managing Director, who is also a partner in the firm. 
Required: 
Comment on the above amendments ordered by the Commissioner, in the light of Income Tax Ordinance, 2001. (10) 


(Q.6 (a) March 2012) 
Question-4 
Mr. Baqir was working in Pakistan Embassy in United Kingdom for the past ten years. He returned back to` 
Pakistan five months back and is now working with a British conglomerate in Islamabad. He is in the process of 
filing his return of income for tax year 20X5 and has sought your advice on the following matters: 
(i) Whether | would be a non-resident for tax year 2015 as my period of stay in Pakistan is less than 183 


days under the Income tax Ordinance, 2001? (2) 
(i) ^ Whether 1 would be required to file a wealth statement and what particulars should I disclose in the 
Statement under the provisions of the Income Tax Ordinance, 2001? (5) 


(iii) I jointly with my brother Owais own a two story house in Lahore, Each story of the house has been rented 


Out to two separate families. What would be the tax treatment of income from such property under the 
Income Tax Ordinance, 2001? (2) 


(Q.3 (a) September 2015) 
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Question-5 Ei gogo ; 
Under the provisions of the Income Tax Ordinance, 2001 discuss the tax implication/treatment in each of the 
following independent matters: . E (03) 
(i) Purchase of immovable property in cash. . 

(ii) Payment of any sum by a private company to its spina" 5 ood idm iit person. 5 
(iii) Profit on debt received by a non-resident person on a security Iss (Q.2 (a) March 2022) 
Question-6 discuss the taxability of foreign source income of the 


Under the provisions of the Income Tax Ordinance, 2001, 

following niin persons for tax year 2022. (Computation of tax amount, if any, is not di miae dedii 

(a) Li, a Chinese engineer, has been working since March 2020 as a production manag ined 8 
company, Karam Limited. During the tax year 2022, his bank account in China was ae = wi Y 
40,000 on account of rental income for his apartment situated in China. He remitted 40% of this — " 


his bank account in Pakistan. - 
aa a Pakistani national, came into Pakistan on 1 September 2021 after 20 years of service in UAE. On | 


; i i i 0 on account of dividend received 

J 2022, his bank account in UAE was credited with AED 50,00 | 

from a UAE based company. He remitted 50% of this amount to his bank account in Pakistan. (03) 

(c) Sidra, a Pakistani national, left Pakistan on 1 July 2021 for employment in a Singapore based company at a 
monthly salary of SGD 10,000. However, due to personal reasons, she returned back to Pakistan on 20 
December 2021 and remained in Pakistan till 30 June 2022. She brought the entire foreign salary — a 
Pakistan. 

> (Q.4 September 2022) 


(b) 


ICAP PAST PAPER SOLUTIONS 


Answer-l 
i) Any forfeited deposit in respect of sale of land or building is chargeable as separate block property income. 


Therefore Rs. 500,000 is taxable in the hands of Mr. Yahya in TY 2012. 

ii) Personal moveable property is not a capital asset as per the definition of capital asset, therefore loss arising 
on the disposal of car will not be allowed as deduction under any head of income. 

iii) ^ Salary earned from January 1, 2012 till June 30, 2012 is foreign source income as the employment is 

exercised outside Pakistan irrespective of the fact that where the salary is credited. Assuming him to be a 

citizen of Pakistan, as he has left Pakistan during the year and he is still abroad at the end of TY 2012 so his 

foreign source salary income is exempt from tax [S. 51Q2)]. , 


Answer-2 

Method of accounting: A company shall account for income chargeable to tax under the head "Income from 

27 771 on an accrual basis, while individual may account for such income on a cash or accrual basis. 
32(2) 


Answer-3 

„Any entertainment expenditure incurred ſor the purpose of business is an allowable deduction, so in this case 
the Commissioner has no right to amend it.[S.21(d)] [Rule 10 of Income Tax Rules, 2002] 

Any fine or penalty paid by the person for the violation of any law, rule or regulation is not allowed as 
deduction under the head "Income from Business". However in the given scenario the penalty does not 
relate to violation of any law, rule or regulation so it is an allowable expense. [S.2 1(g)] 


e Any profit on debt, brokerage, commission salary or other remuneration pai iati 
LU, ; n paid 
to a member of the association is not allowed as deduction under „ i id 
Therefore Commissioner is justified in making amendment that salary paid to Managing Di i i 
allowable deduction. [S.21(j)] 6 
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Answer-4 
i) As per S.82 


“An individual shall be a resident individual for a t 

Federal Government posted abroad in the tax year. 

So, Mr. Baqir you would not be a non 

than 183 days because you were an em 
ii) As per S.116(2) 

Every resident individual shall furnish a wealth statement and wealth reconciliation statement along with 

his return therefore Mr. Baqir you are required to furnish the same. 

As per S.116 (1), wealth statement shall contain following particulars: 

a) The total assets and liabilities of the person, his s 

date specified in the notice, 


ax year if the individual is an employee or official of the 


“resident person despite of the fact that your stay in Pakistan is less 
ployee of Federal Government posted abroad. 


pouse, minor children and other dependents on the 


b) Assets transferred by the person to any other person during the period specified in the notice and the 

consideration for transfer. 

c) The detail of expenditure incurred by the 
during the period specified in the notice and 

d) Wealth reconciliation statement 


person, his spouse, minor children and other dependents 


iii) As per S. 66 where any property is owned by two or more persons and their respective shares are definite 
and ascertainable. 
a) the persons shall not be assessed as an AOP in respect of property and 
b) The share of each person in income from property for a tax year shall be taxable in their own 
hands respectively and not as AOP. 
Therefore, Mr. Baqir if you and your brother’s share are definite, you will pay tax separately. 
Answer-5 


i) If immovable property having fair market value (FBR value or DC rate whichever is applicable) greater 
than Rs. 5 million is purchased in cash, then it will have the following implications: 
(a) Such amount shall not be treated as cost for computation of any gain on disposal 
(b) Such person shall pay a penalty of 5% of the fair market value (paid in cash). 
ii) The payment by a private company as defined in the Companies Act, 2017 or trust: 
by way of advance or loan to a shareholder or 
. for the individual benefit of a shareholder, 


will be considered as dividend. The company will be liable to deduct 1596 tax while making 
payment, 


The payment should be from accumulated profits. 


If any advance/loan is given by a company involved in lending business, it will not be considered 


23 as dividend 
tii) Any profit (interest) received by a non-resident person on a security issued by a resident shall be exempt 
from tax if: 
(a) the persons are not associates; 
(b) the security was widely issued by the resident person outside Pakistan for raising a loan 
outside Pakistan. The loan is used in a business in Pakistan; 
(c) the interest was paid outside Pakistan; and 
(d) the security is approved by the Board. 
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Answer-6 
a) The foreign-source income of an individual will be exempt = tax if- 
a) he is a resident solely because of his employment; an 


i i i eri iods not exceeding 3 years. 
he is present in Pakistan for a period or perio E : 
o A AREE income of an individual will be chargeable to tax if the foreign-source income is 


b t into or received in Pakistan. [S.50] 
ed CNY 40,000 rental income. 4096 of this amount has been brought into Pakistan therefore this 


foreign source income will be taxable because it is brought into Pakistan. * mM 
The remaining 60% will remain exempt as all of the above mentioned conditions are fu ed. m 
b) Any foreign source income derived by a citizen of Pakistan in a tax year who was not a resident individual 
in any of the 4 tax years preceding the tax years preceding the tax year in which the individual became a 


resident shall be exempt from tax; 
in the tax year in which the individual become a resident and 


in the following tax year. 
Since Omar is not resident from 2018 to 2021 so he is considered as returning expatriate. His foreign source 


dividend income from UAE is exempt from tax irrespective of the fact that he has remitted the amount to 
Pakistan. 


c) Foreign source salary is exempt from tax if the individual has paid foreign income tax. So if Sidra has paid 
foreign income tax in respect of her salary it will be exempt otherwise it will be chargeable to tax. 
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LECTURE-NOTES 


|. Discussion of gain on disposal of building: 
e Separate block (not used in business) 
e Income from business (used in business) 
2. Signing amount is another name of non-adjustable in IFP [S. 16] 
Ch.4 What are different tax regiemes (FTR/PTR= Gross income basis) 
4. Rules in income tax [Income tax Rules, 2002] 
a. [Rule 14] Resident 
b. [Rule 13] Apportionment of expenditure 
c. [Rule 11] Agriculture 
5. How to solve scenario based question 
- Reproduce law 
- Refer scenario 
- Negation of his view point 
6. Exempt incomes to be added and deducted or not 
a. Exempt incomes in Chapter 13 are to be added and deducted such as agriculture, 
support payment from spouse, S. 50 and S.51, Foreign source salary 
b. Incomes like pension, medical reimbursement as per terms, provident fund accumulated 
balance in chapter of salary need not be added and deducted 
7. Which questions to attempt first in paper 
8. Order of preparation in exam leaves 
9. How to prepare theory 
10. Which rates are given in paper 


p 
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Question-1 

For the purpose of this question, assume today is 31 August 2022. l 
Basit, a senior manager at Master Limited (ML), resigned on 31 January 2022 after completion of three 
and a half year of service. During, the tax year 2022, he received the following emoluments from ML: 


(i) Salary of Rs. 610,000 per month. 
(ii) On 15 February 2022, he received the following payments from ML, as final settlement: 
Rs. 2,200,000 under golden handshake scheme. 


LJ 
Previous 3 years average tax rate is 496 


LJ 
Other information: 
(i) During the ycar, he contributed Rs. 500,000 to an approved pension fund under Volun 
Pension System Rules, 2005. (Note: It is different from employer contribution to pension fund) 
(ii) During the year ended 30 June 2022, Basit started a new business in Pakistan. Following 


information is available: 
His sales stood at Rs. 20 million 
His miscellaneous expenses stood at Rs. 0.7 million 


Incurred Rs. 2 million on feasibility study of the project. 
Obtained a 3% loan of AED 0.4 million from a UAE bank on 1 January 2022 for the purchase of 


plant and machinery. The interest is payable annually and principal amount is repayable at the end 


of third year. 
e Installed the plant and machinery at a cost of Rs. 10 million on 14 March 2022. 


The exchange rates of 1 AED to PKR on different dates are as follows: 
30-Jun-2022 Average between 1-Jan-2022 to 30-Jun-2022 
Lo R&50 — | Res T . 
Required: Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder compute 
the total income, taxable income and net tax payable by or refundable to Basit for the tax year 2022. 
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BREQUENTEV TESTED OUESTIONS QFTCAP 


Ref. of Q in 
my book 
[23 | Do all questions of past pape 
F4 1) Explain the extent of tax liability of representative of deceased individual in respect 10 (a) 
of the income earned by decease 


| ‘ d before death. Also advise about obligations 

| relating to the tax assessment proceedings pending/arising against the deceased. 
| Briefly explain the term "legal representative" with reference to the Income Tax 
Ordinance. 2001. What are the obligations of a legal presentative? 

State the provisions of the Income Tax Ordinance, 2001 regarding the residential 
status of companies and association of persons and individuals. 

Explain the Requirements of the Income Tax Ordinance, 2001 regarding change in 
tax year from normal to special. 

What do you understand by the concept "apportionment 
explained in the Income Tax Ordinance, 2001? 

6) Discuss under whet circumstances an expenditure incurred by a person are required 


to be apportioned for the purpose of claiming a deduction under the Income Tax 
Ordinance, 2001? 


List the situations referred to in Income Tax Ordinance. 2001 where an expenditure 
is required to be appo tioned for the purpose 


of claiming a deduction 
Under the provisions of the Income Tax Ordinance, 2001, state the situations where 


expenditure 15 required to be apportioned for the purno e of claiming a deduction 
9) Define fair market value 
10) Under the provisions of the Income Tax Ordinance, 2001 explain the Order of 
application of various tax credits while computing the tax liability of the taxpa 
11) Under the provisions of the Income Tax Ordinance, 2001 explain the General 20 (d) 
provisions/rules which may apply to income subject to final tax. 


5 12) State the circumstances in which a company and its shareholder shall be considered 8(ii) 
as associates. 
13) State the circumstances when two com 


panies shall be considered as associates, 
under the Income Tax Ordinance, 2001. 


14) Cenain payments made by a private limited company 
treated as ‘dividend’. Explain the above in the context 
2001. Also identify the exceptions to this rule. 

15) Define public company, private company, dividend income, industrial undertaking, 
income and small compa 

16) Explain the provisions of the Income Tax Ordi 
Credit available to a resident taxpayer. 

17) Explain the tax relief which may be available in respect of donation to charitable 
institute and the conditions that must be fulfilled to avail such relief. 

18) Discuss the options available under the Income Tax Ordinance, 2001 and what 
matters should he consider in deciding the best option for payment of tax on salary 

received in arrears. 

19) Discuss taxability of following? 
* Option granted to an employee, 
* Disposal of the option to acquire shares under the employee share scheme. 
ares issued to an employee under option that are Subject to restriction 

20) A bank has announced a Golden Hand Shake Scheme. Discuss the chargeability of 
above amounts in the hands of employees. 

21) State the provisions of Income Tax Ordinance, 2001 relatin 

alary of resident individuals. 

22) Under what circumstances a resident individual is entitled t 

lax on his foreign source salary, and when is the foreig 


of expenditures" as 


to its shareholders can be 
of Income Tax Ordinance, 


nance, 2001 pertaining to foreign tax 


g to foreign-source 


o claim exemption from 
tax treated as having been 


= 
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Ordinance, 2001 relating to the change in 


23) State the provisions of the Income Tax 
ble to tax under the head ‘Income from 


method of accounting for income chargea 
Business’. 

24) Describe the methods of accounting that 
Ordinance, 2001 by the following persons 
the head ‘Income from Business’. 

a. A company 


opted under the Income Tax 
eable to tax under 


may be ad 
deriving income charg 


trade computation unde 
accounting? 


27) What is the basis of stock-in- 
to the recovery of bad debts in 


when the taxpayer follows the cash basis of 

28) Explain the provisions of section 29 with regard 
subsequent years. 

29) In the context of Income Tax Ordinance 2001, 


e state the meaning of “Intangible”. 
e discuss the rules relating to claiming of amortization deduction on intang 


30) In Income Tax Ordinance, 2001 the term "disposal" has a wider connotation than 
sale because it includes exchange, relinquishment, and extinguishment. 
List the situations under which an asset owned by a person shall be treated to have 


subsequent years. 
32) Identify any three situations in which the fair market value of the assets shall be 


treated to be the cost of the asset. 


a 33) Under the provisions of the Income Tax Ordinance, 2001 and Rules made 


thereunder, discuss the prescribed limits conditions for the deduction of 
entertainment expenditure 
Oo 34) Tax treatment of bad debt’s recove ; 


35) Disposal of assets 
36) Discuss the provisions regarding non-adjustable amount received from a tenant by 


the owner of a building. 


39) Discuss which assets are not considered capital assets for the purpose of 
determining income under the head Capital Gains. 
40) You are required to advise about the circumstances under whi 
included in the taxable income, San iocis 
41) Specify under which head of incom i 
ae ie i ¢, following amounts of rent would be 
Rent in respect of lease of a building together with plant and machinery. 
. — included in the rent of a building for the provision of amenities 
utilities or any other service connected with the renting of such buildin 8 
= Bete the principles of taxation for an AOP à 
riefly discuss the provisions of Income Tax Ordi i 
3 inance, 2 
Für, situation, Farhan received Rs. 960,000 as his 1 9 ir. 
Ting the tax year 2014. He also earns income from other sources — 
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44) State rules relating to set orT and cx y forw ird of losses of AOP 

45) Discuss the provisions regardin: set off and carry forward of losses under the heads 
"Income from Business" and “4 Vital Gain ". 

46) Under the Income Tax Ordinance, 2001 a deduction for capital loss is allowed 
when consideration received on disnosal of a capital asset is less than its cost. What 
are the exceptions to this rule? 

47) Describe the provisions relating to set-ofT and carry forward of foreign losses? 

48) Discuss the provisions of the Income Tax Ordinance, 2001 regarding set off and 
carry forward of losses under the following heads: 

* Income from business 
* income from speculation business 
49) List the persons who are required to furnish a return of income forat 


ax year (S.114 17 (b) 


50) State the deficiencies on account of which return submitted may be regarded as 
‘incomplete’ for tax purposes. [S.114 (2 
51) In the light of the provisions of the Income Tax Ordinance, 2001; 
(i) Identify the circumstances under which the Commissioner of Income Tax 
may require a person to furnish a return of income for a period of less than 
twelve months. [S.114 (3)] 
(ii) State the consequences if a person fails to furnish the return as required in 
i) above. [S.121 (1 
52) Under the provisions of Income Tax Ordinance, 2001: 
(i) narrate the conditions which Zia has to comply with in order to submit a 
valid revised return. [S.114 (6)] 
(ii) state the benefits which Zia could derive by filing the revised return 
voluntarily. [S.114 (6A) First point 
53) List the persons who may be granted immunity from filing of tax return u/s 114 of 
the Income Tax Ordinance, 2001 solely by reason of owning immovable property 
with a land area of five hundred square yards or more or any flat located in areas 
falling within the municipal limits. [S. 115 


54) State the main particulars that are required to be included in the wealth statement. 
S. 116 (1 
55) Who is required to fi 


20 (a) 


27(b) 


le the foreign income and assets statement? [S.116 (1) First 2 
bullets] 


Also state the particulars to be included m such Statement. [S.116 (1 
56) Describe the requirements of Income Tax Ordinance, 2001 for a person who is 


about to discontinue his business. [S.117 (1 2 
Ordinance, 2001? JS. 120 (1 
58) List down the conditions under w 


hich the best judgment assessment can be made. 
[S.121 (1)] Also state the time limit within which such power can be exercised. 
S.121 (1 


59) state the time period within which the original or the previously amended 


Ordinance, 2001? [S. 122 (3 
61) Narrate the circumstances und 


er which the Commissioner may amend assessment 


N 
o 


order. [S. 122 (5) (5A 


62) List down the circumstances under which an original assessment can be amended or 
an amended assessment can further be amended, by the Commissioner of Inland 
Revenue. (S. 122 (5) (5A 

63) The concept of 'Concealed asser [S.123 ()] and state the powers of the 
ee relating to concealed asset of any person when it is impounded by 


€ Federal Government. [S. 123 (1) (2 
64) Under the Income Tax Ordinance, 2001 identify four situations under which an 
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appeal may be filed with the Commissioner (Appeals). (S.127 (1 
65) Briefly explain the requirements of payment of tax viz-a-viz fi 
the Commissioner Inland Revenue (A Is)? [S.127 (3 : 5 
66) Under the provisions of the Income Tax Ordinance, 2001 determine the > 
by which appeal can be filed with the Commissioner (Appeals) where — 
order for tax year 2014 was made on 31 December 2014. Demand notice v 
2015. [S. 127(3) (e) (First para 
67) state the time period within which an appeal may be fi 
peals). [S. 127(3) (e) (First para 


68) explain what action(s) the Commissioner (Appea 
d to Rubina because of the paymen 


undue hardship will be cause 


Is) may take for ensuring that no 
t of this demand. 


69) discuss differen 
isposing of an appeal. — 
70) You are required to explain the provisions contained i 
2001 regarding stay of demand by the App Ilate Tribunal. [S ] 
71) Bricfly state the time limit within which the Commissioner is 7 7 to pass an 


order to give effect to the finding or directions of the CIR(A)? [S = 
gement is of the opinion that 


72) A company has been selected for the audit. The mana 
since their tax affairs were audited last year also, they should not have been 
selected for audit this year. 
Required: 
Discuss the management's point of view 
73) Under the provisions of the Income Tax Ordinance, 
thereunder, briefly explain the following: 
A) Requirement of books of account to be maintained by a taxpayer who has 
business income upto Rs. 500,000. 
B) Provisions regarding Special Audit Panel. 
74) Briefly explain the provisions of the Income Tax Ordinance, 2001 and Rules made 
thereunder relating to requirement of books of account to be maintained by a 
manufacturer having turnover exceeding Rs. 2.5 million. 
75) Identify the situations in which a registered person is liable to be deregistered. 
76) State the steps involved in case of de-registration of a person on his own initiative. 
7) Identify the goods that shall be charged at the rate of zero per cent 


7 
78) List the situations in which goods identified above would not be eligible for zero 
rating 


79) List the conditions that need to be satisfied for the adjustment of input tax against 
the output tax liability. 
What are the preconditions of claiming input tax agai i 
NN g inp gainst output tax by a registered 
80) List any seven situations in which input t 
output tax liability 
State the situations when a registered person shall i i 
: € all not 
in ut tax under the Sales Tax Act, 1990. aad 
81) List H remedy available to if a person fails to 
is paid. 
82) Explain the eligibility for a refund if input tax paid is in excess of the output tax 44 (b)(i) 


payable for the month. 
83) Explain consequences of non- i 
om n-payment of the entire amount of tax due as indicated 44 (b)(ii) 
= Explain dess t of provisional and final adjustment | . 44 (iii) | 
st down the particulars to be mentioned it note i i 
the event of change in the value of supply ac rm 5 n ay 
lain the provisions relating to chan ei 


2001 and Rules made 


ax is not allowed to be adjusted against the 
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36 (b) 


87) Explain the provisions relating to excess tax collected from the customer 
afler the expiry date, Company wishes to destroy them. Specify the procedure 
which would have to be followed in this regard, 


88) State the provisions of Sales Tax Act, 1990 relating to maintenance and retention of 
records by a registered person making taxable su plies 
registered person. 
90) Discuss the rules relating to adjustment of input and output tax on issuance of Debit 
or Credit Note, as specified in the Sales Tax Rules, 
| — 91) Explain provisions relating to voluntary revision of retum, | 8 (aii) | 


92) Explain provisions relating to revision of return during or after issuance of a notice 38 (a)(iii) 
of audit. 
93) Certain food items supplied by (Pvt) Ltd. have been returned by the customers 
94) Explain the concept of * Value of Supply' under the Sales Tax Act, 1990. 
95) List down the persons who are required to be registered under the Sales Tax Rules, 31 (b) 
2006. 
96) What is the difference between zero-rated and exempt supplies? = 230 (a) | 
97) Who is required to file a final return under the Sales Tax Act, 1990? When is it 
required to be filed? 


98) Discuss the rules relating to filing of electronic return under the Sales Tax Rules, 
2006. 


99) In the monthly sales tax return filed under the Sales Tax Act, 1990 input tax paid 
for the month is adjusted against output tax payable. You are requested to comment 
on the following issues relating to input / output adjustment: 

Can input tax paid in prior periods be claimed in a monthly tax return. 
* What would happen, if input tax paid exceeds output tax payable for the 
month, 


What recourse is available if output tax for the month is inadvertently disclosed 
at a lesser amount. 


Rapid Associates (RA) has been registered under the Sales Tax Act, 1990 
since 2014. During the month of June 2020, RA issued fake sales tax invoices 
amounting to Rs. 5 million to one of its customers. Apart from this, RA has always 
been in compliance with all the regulations of the Sales Tax Act, 1990. 

Required: 

Under the provisions of the Sales Tax Act, 19090 and Rules made thereunder, 


discuss the consequences which RA may have to face due to issuance of fake 
invoices. 


103) How and under wh 
recover the amount of sales t 
notice, 


Consequences of non 


at situations the Inland Revenue Department may 
ax from a person without issuing him a show cause 


70(a)(i) 
44(b)i) 


64(a) iii) 
28 


“payment of the entire amount of tax due as indicated in the 


the provisions 

person. 

With reference to Sales Tax Rules rclatin 
tax, explain the following: 

* Residual input tax 


* Manner or computation of residual input tax credit on taxable supplies 
* Conc nal adjustment 


related to excess/additional amount of sales tax collected by 


B to the apportionment of input 


to the Sales Tax Act, 1990. 


Adnan Rauf, FCA 
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Sales Tax Act, 


Define ‘retail price’ in the context of Third Schedule to the 


5 85 ird Schedule 
- Whether trade discount allowed on products covered viel ond sor 
will affect sales tax levied on such products. Gíve reaso 

answer. ; 
107) Under the provisions of the Sales Tax Act, 19 
(i) Input tax in relation to a registered person 


1 Suppl 

Under the provisions of the Sales Tax Act, 1990 and ipei — UT 
thereunder, briefly describe the rule relating to change inthe p 

of registration other than the change of business category. 

Under the Sales Tax Act, 1990 and Rules made thereunder, briefly Kn 
describe the concept of ‘Residual input tax’. How it differs from *Residua 
input tax credit’ ; 

Explain the term ‘Temporary registration’. Briefly discuss the rights, 
obligations and responsibilities of a person who has obtained temporary 


registration. 


0 explain the following 


PAST PAPERS CHAPTERS PAST PAPERS 
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ee 
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= oe 4,6,7,8 
22 


19,14,1,30,31,33,37,41 


e 47,44,43,42(b), 61 
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CHAPTER 18 
NUMERICALS INCOME TAX 


ICAP PAST PAPER QUESTIONS 
tion-1 


A is the Chief Executive of a multinational private company. Details of his emoluments are as follows: 


Rs. 
ab TN 1520642 
on 
: Utility allowance 223 
d) Leave encashment M 
e) Other allowance i : 
House rent allowance 1,802,04 


f ; ^ . ; 
the above he has received Director's Fee amounting to Rs.52,000 
enr he has sold shares that were acquired through exercise of a Stock Option’ (being the shares of a UK 
company) two years ago. The gain on sale amounts to Rs.4,206,000. 
He also owns a property which has been let out on rent. The details of rent received and expenses incurred are as 
a Rent Rs.10,000 per month. The property was let out on rent for the whole year. 
(b) He has paid property tax amounting to Rs.1 1,500. 
(c) During the year he has paid Rs.6,000 for repairs and maintenance. 
During the year the tax withheld at source from salary income is Rs.3,600,000 
Required: You are required to compute the taxable income and tax liability for the tax year. 


(17) 
(Q.15 September 2004) 
ion-2 
Mr. “B” is the Chief Executive of a Multinational Company. Details of his emoluments are as follows: 
Rs. 
(a) Basic Salary 8,800,000 
(b Bonus : 5,000,000 
(c) Utility allowance 880,000 
Education allowance 200,000 


Apart from the above he is provided with the following perquisites / benefits: 
8 A free unfurnished accommodation by the employer with land area of 2100 sq. yds. 


li Motor vehicle for both private and official use, cost of acquisition of which was Rs.2,000,000. 
(ili) ^ Children education fees for the year Rs.105,000 


m) 1 Servant salaries for the year Rs.230,000 

Ccording to the terms of employment the tax liability of Mr. “B” amounting to 2s. 2,976,000 iabili 
— is borne by himself. M a "dra H * 
Mr. o owns a property which was let out o t 
in "i erty out on rent for a part of the 


year details of income and expenses 
(a) Rent Rs.50,000 per month. 


(e) * property was let out on rent from December 2011 to June, 2012. 
E, tax paid Rs.35,000, N 
E the year the following information was also provided: 
() — Tay deducted e 
from salary income 
. ni paid by the employer ! 22 em 
* FOU are required to compute the taxable income and tax liability for the tax year 2012, dibus: woos 
(Q.15 March 2005) 
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Question-3 : | 
eye " : " he worked as financial controller of a 
Mr. Imran is a citizen of Pakistan. During the first nine months of the tax reed d and employed as Head of Finance 


Pakistan based subsidiary of a multinational group. After that he was tran J : 
of the UAE based subsidiary of the Group. Mr. Imran's family stayed in Dubai throughout the year. The detail of 


income earned by him during the year is given below: 


From the UAE company ! i 
Mr. Imran earned US $ 30,000 during the three-month's employment in the UAE. No tax is deducted from salary 
M e ncurred one time miscellaneous cost of Rs.100,000 to move the 


To relocate Mr. Imran in UAE, the UAE Company ir 
household items of Mr. Imran from Pakistan to Dubai. 


From Pakistan subsidiary 

a) Basic salary Rs.500,000 p.m. mn es eet 

9 Medical allowance Rs.45,000 p.m. (no free medical or hospitalization facility is given to Mr. Imran under the 
terms of employment). Rs.40,000 on which the company charges 


c) The company has provided Mr. Imran a TV and VCR costing 


depreciation @ 20% in its books of accounts. . u ; 2 : 
d) Commer’ sodio e interest free loan to Mr. Imran amounting to Rs.5 million which remained outstanding 
throughout his employment with the company (Pakistan subsidiary). 
e) His family's housing cost in Dubai, borne by the company amounts to Rs.30,000 pm. "n os 
Mr. Imran's travelling and related cost borne by the Pakistan subsidiary to meet his ily, amoun 


30, m. . . . 
e with the Pakistan subsidiary, Mr. Imran had exercised option to acquire 300 shares of 
the parent company @ US $ 8 per share. At the time when the option was exercised, the value of the 
share was US $ 10 (Rs.580) per share. Furthermore, during the year Mr. Imran sold 200 options previously 
received by him ata price of US $ 3 per option (Rs.171) after holding it for more than a year. Neither the 


Pakistan subsidiary nor Mr. Imran incurred any cost in this regard. ii 


Required: Compute the taxable income of Mr. Imran for the tax year 2012 based on the data provided above. 
(Q.2 September 2005) 


Question-4 f 
Ms. Fatima Hassan was working as a Marketing Head with Consumer Products Ltd (CPL) at following emoluments: 


(i) Basic Salary Rs. 100, 000 per month 
(ii) House rent allowance Rs. 40, 000 per month 


(iii) Utilities allowance Rs.15,000 per month 
In addition to the above cash emoluments, she was provided with a Honda Civic car, exclusively for official use. 


The cost of car to the Company was Rs. 1,000,000. As per company’s policy, the car was sold to Fatima in January 
2012 at the WDV of Rs.100,000 whereas the FMV of the same at the time of sale was Rs.300,000. 
In May 2012, Ms. Fatima Hassan was approached by Pharma Industries (Pvt.) Ltd (PIL). They offered her 
employment at a higher salary and some extra benefits, along with a one time payment of Rs.200,000 as an 
inducement to accept their offer. Fatima accepted PIL's offer by resigning from CPL w.e.f. June 1, 2012. She joined 
PIL from July 1, 2012. The amount of Rs. 200,000 was, however paid to her on June 29, 2012. 
4 ps Ms. Fatima Hassan has also undertaken the following transactions: 
i ares in Queens Pakistan (Pvt. ired i 

8 is e ) Ltd were sold for Rs. 500,000. These shares were acquired in the year 
(i) A painting purchased at a cost of Rs.100,000 was sold for Rs.75,000. 
55 ; > kh ee was donated to an approved charitable institution 

uired: In the light of above information i ti i 

brief explanation for the items not included „ eae — ee * HC 


(Q.1 March 2006) 
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P Dol has been working as a senior engineer in a local company. The detail of his monthly emoluments is as 

r. 

under: ! 
100,000 

Basic salary FE 

Medical allowance T 

Utilities allowance 


addition to the above cash emoluments, he is entitled to the following perquisites: 
In A car for his personal and official use, having cost of Rs.700,000 to the employer. 
0 Rent free accommodation having monthly rent of Rs.20,000 or cash in lieu thereof. However he has opted 


(ii) to take rent free accommodation. " TR (10) 
ired: the tax to be deducted each month, from his salary for tax year. 
Required: Compute the (Q.2 (b) September 2006) 
-6 : t : 
Du A retirement from a multinational company as a senior executive, was rehired on contract for a period 


of three years. However, due to certain reasons, the contract was prematurely terminated six months earlier i.e. on 


31.12.2011. : . : . 
The details of emoluments received by him during TY 2012 are given below; 


Rs. 
Basic salary (per month) 70,500 
Fair market Rent of furnished accommodation (per month) 60,000 
Utilities allowance (per month) 12,000 
Medical benefits reimbursed during the year 25,000 


House rent was paid by the company directly to the landlord. Medical benefits were reimbursed against bills 

submitted by Mr. Ayub. ^" 

On his retirement as a permanent employee, he had been paid gratuity from the approved fund. According to the 

rules of the fund, he was also entitled to a special gratuity in lieu of his services rendered under the contract. 

Accordingly, an amount of Rs.120,000 was also paid out of the fund, on termination of the contract. 

In lieu of premature termination, the following additional benefits were allowed to Mr. Ayub: 

(i) A compensation for early termination of Rs.150,000 was paid. 

(ii) Mr. Ayub had obtained an interest free loan of Rs.200,000 on July 1, 2011 which was payable in lump sum 
on March 31, 2012. 25% of the outstanding balance was waived and remaining amount of loan was 
deducted from his final settlement. 

(iii) ^ He was allowed to retain a 1600cc car which was in his use at accounting book value of the car was 
Rs.650,000. The FMV of the car at the time of settlement was Rs.700,000. 

Required: Compute the taxable income for TY 2012. (14) 


Question-7 (Q.1 September 2007) 


Mr. Ali Raza is working as a senior Executive in DD Pakistan Ltd. The detail of his income / receipts during the 
year is as follows: 
: He received basic salary of Rs.65,000 per month. 

i) sei provided with furnished accommodation for which DD Pakistan Ltd paid a rent of Rs.25,000 per 
(i) ^ A company owned car was provided to him which was used partly for official and partly for private 
(iv) Mele * car 1 at a cost of Rs. 500, 000 but had a fair market value of Rs.520,000. 

owance of RS. 150, 000 i ing à i : 
him amounted to Rs.40,00 1 was paid to him during the year. The actual medical expenses incurred by 


(v) He earned an i i 
: shi an income of Rs.45,000 on the sale of jewellery but incurred a loss of Rs.28,000 on sale of an 
l An apartment owned by hi 
) y y him was rented on July 1, 2007 at a monthly rent of Rs.30,000 i 
aes Security deposit of Rs.100,000 which was partly used to repay the non ä 
(vi) RE. received from the previous tenant in July 2005, amounting to Rs.70,000. 
€ incurred the following expenses on the apartment: 


-adjustable security 


i Repairs em 
z Share of rent to House Building Finance Corporation 11955 
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(viii) ^ Provident fund was deducted @ 12% of his basic salary. An equal amount was contributed by the 
company. 

(ix) ^ Tax deducted by the company amounted to Rs.170,000. (1s) 

Required: Compute his taxable income, total tax payable and tax payable with the return. Ol September 2008) 


Question-8 Mode 
à i i I, Germany for a period of five years. During the said p e 
dii not vit Phe ir e Oy Ho ne 19 Palin july 1, 2008 and immediately joined as a General 


did not visit Pakistan for a single day. He returned to Pakistan on 
Manager in a well-reputed hotel, based in Karachi. 


Assume that the details of his income for the tax year 2009 are as follows: 100,000 
(i) Basic salary (per month) 30,000 
(ii) House rent allowance (per month) 10,000 
(iii) Medical allowance (per month) — TT A 

> : à : itled to free medical trea x 
(iv) Besides medical allowance, he is also entitled to car which was used partly for official and partly for 


v He has been provided a company maintained 1600cc | 
" personal sie ck The hotel Le asec the car from a bank. The gross lease rentals payable over the period 
of lease amount to Rs.2,700,000. The fair market value of the car at the time of lease was Rs.2,000,000. 
The total lease rentals paid by the hotel during the year amounted to Rs.800,000. , 
(vi) He is entitled to lunch at the hotel’s restaurants where the usual charges are Rs.400 per person. He is 
entitled to concessional rate of Rs. 40 per day which is deducted from his salary. Assume that there are 300 


working days in the year. . 
(vii) e went for a training course to Islamabad where boarding and lodging cost amounting to Rs.150,000 was 
borne by the hotel. He incurred a further expense of Rs.125,000 which was reimbursed by the hotel. : 


Provident fund was deducted @ 10% of his basic salary. An equal amount was contributed by the hotel. 

Interest credited to his provident fund account amounted to RS. 48,000. 

(ix) As per terms of employment agreed with Mr. Manto, tax payable on salary will be borne by the hotel. 

During the year, he earned income from other source of Rs. 100,000. 

(xi) On July 15, 2008, he received a lump sum amount of Rs.4,000,000 through a normal banking channel as 
final settlement from Berlin Hotel. 

(xii) On August 1, 2008, he inherited 25,000 shares of a private limited company from father. The estimated fair 
market value of the share, on the date of inheritance, was Rs. 45 per share and cost to father was Rs. 42 per 
share . He sold all the shares on February 28, 2009 at Rs. 62 per share. 

(xiii) ^ He paid Zakat amounting Rs.200,000 to an approved organization, through cross cheque. 


Required: 

(a) Compute Mr. Manto's taxable income and tax payable for the tax year 2009. 

(b) Briefly explain the treatment of items which are not considered in the above computation. (18) 
— (Q.1 March 2009) 


Mr. Zulfiqar, a senior executive of Mirza Petroleum Ltd (MPL), retired on March 31, 2009 i 

L after completion of 19 
years of dedicated service. The details of Mr. Zulfiqar's income for TY 2009 are given below: ^ 
Income from MPL 


(i) Monthly remuneration: 
Basic salary Rs. 
Medical allowance 280,000 
Utilities allowance 45,000 
Cost of living allowance 45,000 
Total monthly salary 25,000 
- * value of rent free accommodation provided —395,000_ 
5 per terms of employment, tax liabili 90,000 
m ployment, tax liability of Mr. Zulfiqar to the extent of Rs.200,000 is to be borne by 
(iii) On his retirement, he received gratuity of Rs 
? 2,660,000 from i — 
MPL. an unrecognized gratuity fund maintained by 


(iv) He is receiving pension amounting to Rs.50,000 per month from the date of his reti 
retirement. 
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Other Information 


He is also receiving pension amounting to Rs.12,000 per month from a multinational company where he 
() worked from 1975 to 1990. 


; On January 1, 2009, he rented out one of his residential bungalows to a private school for Rs.100,000 per 
(wi month and received advance rent for two years, 


(vii) He incurred a loss of Rs.20,000 on sale of a painting. 


cur mtm taxable income and tax liability of Mr. Zulfiqar for the T Y 2009. 


Briefly comment on the items which are not considered in the above computation. (21) 
(>) (Q.1 September 2009) 
Question-10 


Mr. Zameer Ansari is working as a Chief Executive Officer in Wim 
details of his income / receipts during the tax year 2010: 
(a) His monthly cash remuneration in WPL is as follows: 


py (Private) Limited (WPL). Following are the 


re 
Basic salary 00, 

Utilities allowance 10,000 
(6) In addition to the above, he was also 


provided the following benefits in accordance with his terms of 


employment: 

(i) Medical insurance for hospitalization and surgery, 

(ii) Payment of his children's school fees of Rs. 15,0 
the school's bank account. 

(ii) Rent free furnished accommodation on 1000 square yards. The accommodation is located within 
the municipal limits of Karachi. 

(iv) Two company-maintained cars. One of the 
exclusively for his business use. The secon ^ 
used partly for official and partly for personal : i 
vehicle at the time of lease was Rs. 1,800,000. 


limited to Rs. 1,500,000 per annum. 
00 per month. The fee is deposited directly into 


e (v) An amount equal to one basic salary was paid by 
a s 


Fair value of the shares was as follows: 
0 Rs. 35 per share on December 1, 2006 


o Rs. 42 per share on January 1, 2009 
0 Rs. 48 per share on April 1, 2010 
(d An apart 


ment owned by Mr. Zameer was rented on July 1, 2009 to Mr. Abdul Ghaffar at a monthly rent of 
Rs. 22,000, He received a non-adi i i i 
e non. adjustable i i 


He also incurred Rs. 20 000 on account of repai 
20, a airs to the apartment. 
o ye bank withheld Zakat amou 5 — 


Ucted at source from his salary, amounted to Rs, 650,000. 


ompu n os ws 
pute the taxable income, tax liability and tax payable by Mr. Zameer Ansari for the tax year 2010. Q1) 
(Q.1 September 2010) 
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uestion-11 i i 
Mr. Mateen was employed with Melody Limited (ML) as an event organizer. yum ar pits m ee pis ce 
his employment without completion of notice period. On July 01, 20X1 he d 5 
Limited (RSL) as a senior event organizer. Following information is available relating ax 


ear 20X2: SECO i i 
(a) On July 01, 20X1 RSL paid Rs, 280,000 to ML as compensation in lieu of un-served notice period by Mr. 
agers eived a gratuity of Rs. 350,000 from an unrecognized gratuity fund 


(b) On July 15, 20X1 Mr. Mateen rec 
maintained by ML. He also reccived 

(c) In accordance with the terms of his emp 2 
emoluments / benefits during the tax year : 

(i) Basic salary of Rs. 245,000 per month and utility allowance oF Rs: 21,000 per * ; 

(ii) A reimbursement of personal medical expenses up to 15 95 of the annua ic salary and 
Rs.250,000 on account of hospitalization charges of his daughter were made after procuring 
hospital bills showing the national tax number of the hospital. These bills were also attested and 
certified by RSL. E a 
On September 01, 20X1 RSL provided a company maintained 1300 cc car which was partly used 


for private purposes. The cost of the car was Rs. 1,500,000. 
Monthly salary of Rs. 6,000 was paid to Mr. Mateen's house keeper. Mr. Mateen however, 


reimbursed 2096 of the house keeper's salary to RSL. -- . . 
A special allowance of Rs. 50,000 was paid to meet expenses necessarily to be incurred in the 


(v) 
performance of his official duties. Actual expenditure was Rs. 40,000. 
(vi) On January 01, 20X2, he was provided an interest free loan of Rs. 1,500,000. The prescribed 


benchmark rate is 1096 per annum. 
(vii) 


Rs. 150,000 as leave encashment. | l 
loyment with RSL, Mr. Mateen was provided with the following 


(iii) 
(iv) 


A commission of Rs. 500,000 was paid for introducing new clients to the company. Withholding 


tax was deducted by RSL at the rate of 10% from such payments. 
(viii) The tax deducted at source from his salary by RSL for the tax year 20X2 amounted to Rs.550,000. 


(d) Apart from his employment with RSL, Mr. Mateen also organized events for private clients. He received a 
total of Rs. 1,000,000 from such clients. However, he incurred an overall loss of Rs. 350,000 on organizing 


these events. 

On May 31, 20X2 he received Rs. 180,000 from Mr. Ali as consideration for vacating his bungalow. 

He also received a share of profit from a business in Malaysia equivalent to Pak. Rs. 535,000. He paid 
Rs.130,000 in taxes in Malaysia on such income. 

(g) He paid Zakat of Rs. 250,000 to an approved organization, through cross cheque. 


Required: 


Compute the taxable income, tax liability and tax payable / refundable, if any, by Mr. Mateen for the tax 
year 20X2. (20) 
Question-12 (Q.1 March 2011) 


Mr. Khursheed, a Pakistani national, was employed as the chief financial i 
Á UH tonal, officer in Zulfi b 
since 1992. Following information pertains to his income for the tax year 2022: nnn 
(i) Income from ZGC ' 
Khursheed was employed with ZGC ; : : ; 
following Wee y up to 31 December 2021. During this period he received the 
* Basic salary of Rs. 400,000 per month di 111 
equivalent to 1096 of basic salary MEN GI eRe 75,000 per month and * 
A company- maintained car for official and private use. The car was purchased two years ago at a cost of 


Rs. 5 million According to the company’ icy: 
for private use of the car. panys policy; ZGC deducted Rs. 10,000 per month from his salary, 
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» Transfer of company's car for Rs. 2,600,000. The amount was deducted from his final settlement. The 
fair market value of the car as of 31 December 2021 was Rs. 2,800,000. 


The tax deducted at source for the tax year 2022 amounted to Rs. 3,750,000. 
(ii) Other Information 
= On ] January 2022, Khursheed commenced b 
items. However, düe to intense competition, he 
period, he had incurred a loss of Rs. 750,000. 
* He purchased 5,000 shares for Rs. 500,000 from initial public offe 
2021. On 15 June 2022, he sold these shares for Rs. 700,000. 
e incurred a loss of Rs. 500,000 on the sale of his shareholdin 
* He sold his personal car at a profit of Rs. 300,000. 
On March 2022, he purchased an apartment for Rs. 5,000,000. On 1 April 2022, he rented out the flat 
to Mr. Abdul Sattar at a monthly rent of Rs. 25,000 and received advance rent for eight months, 
His average tax rate for the preceding three years is 5%; 
* He paid zakat under Zakat & Ushr Ordinance amounting to Rs. 67,500, 
equired: 
oy Compute the amount of taxable income, tax liability and tax payable / (refundable), if any, for the tax year 
2022. 


(13) 
(b) Briefly comment on the items which are not considered by you in the above computation. (6) 


(Q.1 September 2011) 


usiness of marketing of horticultural plants and related 
had to wind-up this venture on 31 May 2022. During this 


ring of a new listed company on 1 June 


gs in a private limited company. 


Question-13 


Dr. Sona is a leading Eye Specialist. He manages a private clinic. A summary of his receipts and payments for the 
latest tax year is as follows: 


|.  Reeips —  — Nate  Rs[ Payments s 
| 9005000 Rent of cine i 
| Income from surgery | | 3,950,000 | Household expenses 1,960,000 
2 


|. Note | 
E su 
|__| Purchase of motor car | | 640,000 
Property income |G) | 1,062,000 | Surgical equipment — | | 500.000 
— . 
— 
| (iv) | 


— | 


Aber nene ë ù (ii) 83,000 | Salary to assistant 180.000 

a ⁵⅛˙ ˙[ — nee 240,000 
r :::.. ~~ “a 200,000 
TTS l! “ 300,000 
Notes to the receipts and payments are presented below: 


(i) Dr. Sona owns a commercial building which he has rented out, Details of net receipts is as follows: 


Non-adjustable security deposit: — 
z- received from a new tenant 
- .. paid to old tenant (received three years ago 
Property tax on building 
(ii) 1 receipts : 77 —— ^ : : 
Gi) 6 ted e was received for writing an article in an international magazine on World Health Day. 
M n 6 of the motor car expenses were incurred in connection with his personal use. 
(v) nation was given to a Government medical college for upgrading its library. 
Depreciation on motor car and surgical equipment, under the 3™ Schedule of the Income Tax Ordinance, 
isis 001 is Rs, 96,000 and Rs. 75,000 respectively. 


ed: Compute the taxable income, tax liability and tax i 
: i payable by Dr. Sona for the latest tax year. Provide 
3PPropriate comments on the items which are not relevant for your computations, 0) 


Q 
(Q.1 March 2012) 
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uestion-14 1 
Beena Sikandar is a lawyer and owns a law tor Legal Affairs at 
Ayesha Foods Limited. Details of her income for 


(A) INCOME FROM BEENA & CO. 


firm under the name Beena & Co. She is also Direc 
the tax year 2012 are as follows: 


Income Statement 
Note Ru 


pees 
Revenue (i) 8,500,000 
ie Gb J 25000500 
Gifts and donations (iii) 400,000 
Lease charges (iv) 900,000 
Professional fee (v) 18 
property expenses (vi) 30055 
Travel expenses - ,000 
Other expenses (vii) 
ious year 
Income tax (Previous year) 500.000 
Net profit 3,500,000 
Notes to the Income Statement 
(i) Revenue includes Rs. 750,000 recovered from Rafia in respect of bad debts that had been written 
off while calculating the taxable income for the tax year 2010. The amount was receivable against 
professional services rendered to Rafia. ' 
d Rs. 75,000 per month paid to Beena and her 


(ii) Salary expenses include amounts of Rs. 50,000 an 
brother respectively. Her brother looks after administration and financial matters of the firm. 


(iii) Gifis and donations include gifts to clients, gift to her son and donation to approved non-profit 


organization amounting to Rs. 100,000, Rs. 50,000 and Rs. 250,000 respectively. 
urposes on lease, from a bank. The lease commenced 


(iv) A vehicle was obtained solely for official p 
on | March 2012. Lease charges include Rs. 500,000 paid as security deposit to the bank. 
(v) The professional fee includes an amount of Rs. 150,000 paid to a legal firm for defending a law 


suit filed against Beena, in a family court. 
(vi) Beena lives in an apartment situated above her office, and two-fifths of the total property expenses 
relates to this apartment. 


(vii) Other expenses include an amount o 
she exclusively used to promote her business interests. The payment to the club 


(B) DIRECTOR'S REMUNERATION FROM AYESHA FOOD LIMITED (AFL) 
(i) Beena received monthly remuneration of Rs. 100,000 from AFL. 
(ii) During the year, she also received two bonus payments of Rs. 100,000 each. One of the bonus 
" pertains to tax year 2011. It was announced last year but disbursed to her in the current year. 
(iii) ^ Beena has wees oe provided a vehicle, by AFL, for her personal as well as business use. The car 
was acquired by AFL in May 2007 at a cost of Rs. 2,00 i 
| e ee ge Ad ,000,000. The fair market value of the car as 
(iv) 925  -— a fee of Rs.150,000 from AFL for attending the meetings of the Board of Directors 
(v) Details of tax deducted by AFL are as follows: 


f Rs. 260,000 paid for Beena's Golf Club membership which 
was made in cash. 


From salaries . 390.000 
From fee received for attending the meetings of BOD E 


Required: 
Compute the taxable income, tax liability and 
: Oe tax payable by Beena S . 
comments on the items appearing in the notes which are not e mmm cds hien 3 — 
ons. 1 


(Q.1 September 2012) 
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Qu -15 uu = 
9 700 2010, Kashmala and Shumaila formed an Association of Persons (AOp) with the objective of providing 


information technology support services. They contributed Rs. 1.2 million and Rs. 0.8 million respectively in their 
p ital accounts and agreed to share profits and losses in the ratio of their capitals. 2 
Logd year ended 30 June 2011, business loss and unabsorbed depreciation of Rs. 0.4 million and Rs. 0.3 million 
ied ctively were assessed and carried forward. 

E the year ended 30 June 2012, the AOP incurred a net loss of Rs. 0.8 million. The cost for the year was 
arrived after adjustment of the following: M l l 

(i) Salaries amounting to Rs. 0.5 million and Rs. 0.3 million were paid to Kashmala and Shumaila respectively. 
ii) Accounting depreciation on office assets amounted to Rs. 0.3 million. 

AOP is entitled to claim tax depreciation of Rs. 0.25 million in respect of the office assets. 


ras ts taxable income, net tax payable and unabsorbed losscs (including unabsorbed depreciation), if any, to 
be carried forward by the AOP for the year ended 30 June 2012. (8) 

(Q.5 (b) September 2012) 
Question-16 


Mr. Creative is working as Director Human Resources at Artistic Technologies Limited (ATL). Following are the 
details of his income/receipts during the latest tax year: 
(a) Monthly cash remuneration from ATL: 


(b) In addition to above, he was also provided with the following benefits in accordance with his terms of 
employment: 

(i) Rent-free furnished accommodation in a bungalow situated on a 500 square yard plot of land. Rent for 
a comparable accommodation facility in the vicinity is Rs. 130,000 per month. 

() An 1800cc company-maintained car. The car was purchased two years ago at a cost of Rs. 1,600,000 
and is used both for official and personal purposes. 

(c) A house owned by Mr. Creative had been leased-out by him at a monthly rent of Rs. 50,000. The lease expired 
on 3] December. Mr. Creative refused to renew the lease in spite of the tenant's offer to renew the lease after 
increasing the rent by 10%. He returned the non-adjustable deposit of Rs. 300,000 to the tenant, which was 
received two years ago. 

The house was immediately leased to his cousin without any security deposit on a monthly rent of Rs. 48,000. 

(d) Five years ago, Mr. Creative had purchased 20,000 shares of Rs. 10 each, of an unlisted public company at the 
rate of Rs. 140 per share. After one year of acquisition, he purchased 8,000 more shares at Rs. 142 per share. 

During the latest tax year, he sold 75% of the new shares at a price of Rs. 145 per share. 

(€) During the latest tax ear, following investment was made: 


PM Approved voluntary pension fund 600,000 
i Ing the latest tax year, he redeemed 4,000 units of an open-end mutual fund at Rs. 58.60 per unit. These 
0 s Were purchased three and a half years back at Rs. 50 per unit. 
t of Rs, 50,000 were paid under Zakat and Ushr Ordinance. 


(h) Tax deducted at source from his salary was Rs, 737,000. 


Required: 


o 
mpute the taxable income, tax liability and tax payable for the latest tax year, 


(20) 
(Q. March 2013) 
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uestion-17 x June 2021 she resigned fr 
; i anager. On 30 Jun om 
ipis: hd Sap peregre ds E Did (HPL),a quoted company, as a 


her employment with SL. On 1 July 2021, she joined Has istan is vair 223: 
Marketing Director. She has provided you the following information E em "o y 
(i) In July 2021, she received following (uo pu SL in final se 

= Leave encashment amounting to Rs. 95,000. x 

i i ity fund maintained by SL. 

Grat f Rs. 500,000 from an unrecognized gratuity e i , 
3 of RS. 100,000 against a health insurance policy. The insurance claim was lodged by 
SL on behalf of Mrs. Aslam in January 2021. 
(ii) In Praet with the terms of her employment, income tax related to her salary and benefits is to be 

borne by HPL. Her emoluments/bencfits during the tax year were as follows: 


= Basic salary of Rs. 200,000 per month. 
Medical allowance of Rs. 60,000 per month. 


= Rent free accommodation with annual letting value of Rs. 480,000. 
Travelling allowance of Rs. 20,000 per month. 60% of the amount was spent in the performance of 


official duties. ; 
Provident fund @10% of basic salary. An equal amount was contributed by HPL. 


a 
(iii) Under an employee share scheme, Mrs. Aslam was awarded 5,000 shares in HPL on January 2022. Under 
the scheme she was not allowed to sell the shares up to 31 March 2022. She sold all the shares in HPL on 


1 May 2022. Fair value of the shares on the above dates was as follows: 
Rs. 20 per share on 1 January 2022 
Rs. 28 per share on 31 March 2022 


Rs. 32 per share on 1 May 2022 
On 31 December 2021, she received a loan of Rs. 400,000 from HPL. The loan carries a mark-up of 496 per 


(iv) 
annum. The prescribed benchmark rate is 10%. 

(v) She won the best executive employee award of HPL and received a laptop having a fair market value of 
Rs. 150,000. » 

(vi) An amount of Rs. 355,000 was received from her spouse as support payment, under an agreement to live 


apart. 
(vii) She paid Rs. 105,000 as zakat under the Zakat and Ushr Ordinance, 1980. 
(viii) Donation of Rs. 70,000 was paid to an institute listed in 13" schedule. 
Note: Ignore notional expense. 
Required: 
Compute the taxable income, tax liability and tax payable for the tax year 2022. (21) 
(Q.1 September 2013) 
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Question-18 ged in the business of trading of electric motors. His accountant has prepared the following tax 


is enga: i ; 

computation for the tax year 20X4: “ E 
45, 
3 ear sales and administrative expenses € 
(excluding depreciation for the year) soon 
income be tion for the year ; 0 
peah | 3,000 
i from tax year 20X3 
Brought forward business loss 

(Toti business loss was Rs. 4,000) 3.00 
Taxable Income ( ) 
Computation of tax | 
Tax liability 


Following expenses are included in the cost of sales and administrative expenses: 


Travelling expenses include travel and hotel expenses of Qamar's visit to Malaysia for attending a 


Qamar is not satisfied with the tax return prepared by his accountant and has requested you to review the return. 

Required: 

00 Compute the revised taxable income of Qamar and tax payable by or refundable to him for the tax year 20X4. (11) 

(b) Briefly comment on treatment of the above items of expenses in your tax computation. (6) 

(Q.1 March 2014) 

estion- 

Sultan is working as electronic engineer with Ansari Electrical Company Limited (AECL). 

He has provided you with the following information for the tax year ended 30 June 2023: 

(à His monthly cash remuneration in AECL is as follows: 


480,000 


Medical allowance 48,000 
Utilities allowance | — $5,000 | 
Market value of rent free accommodation 75,000 


He was also provided the following benefits in accordance with the terms of his employment: 
(i) Leave encashment amounting to Rs. 300,000. 


(ii) Hospitalization cost is covered by an insurance policy upto the amount of Rs. 1.5 million. The 
(i insurance premium relating to this benefit amounted to Rs. 55,000. 
ii) He is allowed to use his personal car for office use. Reimbursement of car running and 
(c) Rs. 200 ona expenses amounted to Rs. 550,000. 15% of these expenses pertain to personal use. 
lunge were received from a private limited company for attending board meetings. 


(d) Alum 
P Sum amount of Rs. 1.2 million was received i 
" i complete this literary ao i as the author of a literary work. Sultan took three years 
wk 1 aei part time singer and owns a studio. He sold the premises in which the studio was situated 
million 5 mi ion and shifted his musical instruments to new premises which he purchased for Rs. 74.82 
e received Rs, 2.5 million from his father in cash as loan to pay for his new studio. The previous 


premises was purchased "-" : 
RS.600,000 atthe time of disposal. eS 14 million and had a tax writen down value of 


(b) 
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nses include salaries of two 


. The € 
Rs. 990,000. The eng, 110,000. All expenses 


lity bills amounting to 


motion of its sales. The fair market value 


(f The net income from the studio for tax year 2023 was 
workers at Rs. 25,000 and Rs. 36,000 per month and uti 
were paid in cash. 

(2) He won a car, in a competition held by 
of the car was Rs. $50,000. — 

(b) He gifted 40 fans having a fair market value of Rs. 100,000 to an SPP 

( An amount of Rs. 500,000 was paid by him as contribution to an appro 


Star Motor Limited for pro 


charitable organisation. 
pension fund. 


Required: ; the t 

Under the provisions of the Income Tax Ordinance, 2001 compute the taxable income and tax thereon for the * 

year 2023. (Q.1 September 2014) 

— np Tahir commenced business of selling garments. Income statement of the business for the 

year ended 30 June 20Y 1 is as follows: Nois did 

49,330 

ee D — in 

Gross profit 1 

Less: Administrative and selling expenses 5 8 : 10 

eg (iv) 1,358 

(12,998) 

Add: Other income _. 3,85. 

Profit before taxation 1,057 

Notes to the income statement: i -— 

(1) On 15 July 20Y0, used machinery was imported from China valuing Rs.1,500,000. Depreciation @ 15% 


was charged on machinery for the whole year and is included in cost of sales. 


(ii) Administrative and selling expenses include: 
©  Rs.975,000 paid for the purchase of computer software. The software is likely to be used for ten years. 


Cost of preparation of a feasibility study amounting to Rs.250,000 which was issued prior to the 
commencement of business. 
. — of Rs.50,000 per month was paid to Tahir's brother who handles the financial matters of the 
usiness. 

(iii) ^ Financial charges include Rs.80,000 pertaining to a vehicle obtained on lease from a leasing company. The 
cost of vehicle was Rs.1,300,000. Depreciation of Rs.260,000 has been included in administrative and 
selling expenses. Lease rentals paid during the year amounted to Rs.384,375. 

(iv) ^ Other charges include: ; 


* running and maintenance expenses of vehicle amounting to Rs.295,450. Use of vehicle for persona 


t was approximately 20%. | 
* provision for bad debts amounti 
Other information: —— 


(i) Tahi forking 1 
ir was working in UAE for the past five years and had come back to Pakistan in April 20Y0. He 


received an amount equivalent t ; : 
dien is igt zn o Rs.150,000 from his ex- employer as differential amount on his final 


(ii) In December 20Y0 he sold a plot for Rs. 


5,5 kdo bn i 
His father purchased it far ka llc (o. was inherited from his father in September 20X9. 


Required: Under the provisio 


Tahir for the tax year e of the Income Tax Ordin 


3 ance, 2 : Roos 
Provide comments in res 001 compute the taxable income and tax liability of 


(Ignore minimum tax) pect of items which do not appear in your computation. 
(18) 
(Q.1 March 2015) 
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Question-21 
Mukarram is working as a Commercial Manager in Airmen Engincering Limited (AEL), 
for the past many years. He derived following emoluments during the tax year ended 30] 


an unlisted public company, 
une 20X5; 


250,000 


Travel allowance(per month) 


In addition to above, Mukarram was also provided the following: 


(i) A used company maintained car for both business and personal usc. This car was provided to him on 
| July 20X4 in replacement of his previous car. This car was purchased three years ago at a price of 
Rs.1,000,000. However, the fair market value of the car on | July 20X4 was Rs.800,000. On 
| September 20X4 , in accordance with the terms of his employment, AEL transferred the previous car to 
Mukarram free of cost. The market value of the car at the time of transfer was Rs.400,000 where as its book 
value was Rs.200,000. On | June 20X5, Mukarram sold this car to his neighbor at a price of 
Rs. 350,000. 

(ii) Performance related bonus of Rs.500,000. The bonus was however, paid to him on 5 July 20X5. 

(iii) Two free buffet dinner coupons per month, one each for Mukarram and his wife in a five star hotel. The 


coupons were provided in line with AEL's policy for its management employees. The dinner costs AEL 
Rs.2,000 per person. 


(i) Reimbursement of Rs.20,000 in respect of telephone and internet charges. 2096 of this amount was spent by 
Mukarram in performance of his official duties. : 


Two air-conditioners and a washing machine for use at home. The combined book value of these appliances 
was Rs.300,000. The appliances are returnable to AEL after three years’ time. AEL charged 10% 
on these appliances. 
(vi) An option to purchase 20,000 shares in AEL on 1 May 20X5 
on that date was Rs.85 per share. 

Other information relevant to tax year20X5 is as under: 

(a) On 1 April 20X5, Mukarram sold a diamond ring to his 

purchased on | January 20X3 at a price of Rs. 280,000. 

(b) Mukarram has 65 acres of agricultural land in Badin and a building in immediate vicinity of the land. 

Mukarram rented out 30 acres of his land along with the building to Dino who is a cultivator. Dino uses the 


building as a store house, Mukarram received annual rents of Rs.750,000 and Rs.325,000 in respect of the 
land and building respectively. 


Mukarram is also runnin 
husking unit which is 
kilograms of raw rice 
40 kilogram of raw rice 
Rs.860,000 where as othe 
(c) On 31 May 20X5 a pai 


(v) 


depreciation 


at Rs.25 per share. The break-up value of AEL 


brother Zohaib for Rs.250,000. The ring was 


g a small rice husking unit in Badin. He uses entire agricultural produce in the 
grown on the remaining, portion of his land. During the year he brought 5,000 
from his land to the unit for husking. He would have earned Rs.2,500 per 
had he sold it directly to the market, His sales from rice husking unit stood at 
r operating expenses were of Rs. 10,000. 
nting was destroyed by heavy rains, Mukarram had purchased the painting on 
30 June 20X2 for Rs.100,000. However, due to constant increase in the value of the painting, he had 
Nic. * * al a premium of Rs.15,000. He received insurance claim of Rs.275,000 on 15 June 20X5. 
rade Provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute the tax 
m for tax year 20X5. 
Note: sho 


W all relevant exemptions, exclusions and disallowance. 


able income 
(20) 
(Q.1 September 2015) 
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.) Limited (NPL), a company engaged in the 


b (Pvt i 
pes ly emoluments during the year ended 30 June 


Wajahat, " ed 48 years, is a marketing manager in N 
5 his month 


manufacture and supply of tissue papers. The details of 


20Y are as under: T: 

70,000 
Basic salary 9 
Dearness allowance pem 


Conveyance allowance 
ed the following: 


,400 per month. An equal amount per month was contributed by 


In addition to the above, Wajahat was also provid 
391,000 at the rate of 20% of accumulated balance of PF was 


(i) Provident fund (PF) contribution of Rs. 8 
Wajahat to the fund. Interest income of Rs. 


= credited to his PF account. ! 
(ii) Reimbursement of electricity bills during the year amounting to Rs.60,000. 


Following further information is also available; . . 
(i) Wajahat received net dividend of Rs.73,600 from BEE Limited, a company listed on Pakistan Stock 
Exchange Limited. Withholding tax and zakat deducted from dividend amounted to Rs.13,800 and 


Rs.4,600 respectively. He also received dividend of Rs.65,000 from a company in U.A.E through normal 
banking channels. However, no tax was withheld either in Pakistan or U.A.E. 
(ii) Wajahat contributed Rs.890,000 in an approved pension fund under the Voluntary Pension System Rules, 
2005. 
(iii) ^ On 1 September 20Y0, Wajahat started a tuition centre for the students of finance in a posh locality. He 
received tuition fees of Rs.2,198,000 and incurred following expenses: 
* Monthly salary of Rs.50,000 paid to himself and Rs.35,000 to his friend Yousuf who taught financial 
accounting at the centre. 
* Travelling, boarding and lodging expenses of Rs.328,125. These expenses were incurred by Wajahat in 
Sri Lanka for attending teachers training workshop. 
Rs. 250,000 against purchase of computers for the centre. 
. Other miscellaneous expenses amounting to Rs.195,000. 
(iv) Wajahat's total taxable income during the previous tax year was Rs.1,850,000. 


Required: 
Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunde i 

y r, compute the total income, 
taxable income and net tax payable by/refundable to Wajahat during the tax year 20 VI. i (16) 
Note: Show all relevant exemptions, exclusions and disallowances. (Q.1, March 2016) 
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uestion —23 : y - 
Bader is working as General Manager Finance with HiFi Limited (HFL) for the past two years. The details of his 
monthly emoluments during the year ended 30 June 2016 are as under: 


Rupees 
Basic salary 250,000 
Medical allowance 28,000 
House rent allowance 120,000 


In addition to above, Bader was also provided the following: 
(i) Rs. 900,000 for signing a bond with HFL. According to the bond Bader would not resign from his 
employment before the expiry of 30 June 2019. 


(ii) Company maintained car for both official and private use. The car was purchased on ] August 2015 at a 
fair market value of Rs. 1,500,000. 


(i) ^ On! January 2016 HFL sold an item of inventory to Bader for Rs. 12,000. The net realizable value of the 
item of inventory at the end of 31 December 2015 and 30 June 2016 was Rs. 22,000 and Rs. 24,000 
respectively. HFL had acquired it in July 2014 at a cost of Rs, 35,000. 

(iv) An option was granted to Bader in August 2014 to acquire 2,500 shares in HFL's parent company, Mamoo 


On 1 September 2015 he paid an amount equivalent to PKR 300,000 to acquire the shares in MP. The 
shares were issued to him on 15 September 2015 when the market value of each share was equivalent to 


On 15 June 2016 Bader sold 2,000 shares in MP and received net proceeds equivalent to PKR 875,000 in 
his bank account in Pakistan. This amount was received after deduction of bank charges of PKR 5,000 and 
brokerage commission equivalent to PKR 10,000. 

Other information relevant to tax year 2016 is as under: 

(i) On 1 July 2015 Bader received following payments from his previous employer Sultan Hospital Limited 
. Rs. 600,000 in respect of termination bencfits under an agreement. 
. Rs. 485,000 against gratuity under an unapproved scheme. 

(ii) ^ On November 2015 Bader fell ill and was admitted to Sultan Hospital Limited. The hospital incurred 

. Rs. 65,000 on his treatment but did not charge anything to Bader. 

(ii) ^ Withholding tax deducted from Bader's salary during tax year 2016 amounted to Rs. 1,105,000. 

(iv ^ His total assessed taxable income and total taxes paid thereon during the three preceding tax years 
amounted to Rs. 10,500,000 and Rs, 1,260,000 respectively. 


Required: 
Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute the taxable 
"come and net tax payable by or refundable to Bader for tax year 2016, (15) 


Note: Show all relevant exemptions, exclusions and disallowances. 
(Q.1, September 2016) 
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M i i i t products, 
i ess of selling differen 

L 1 i sole proprietor of Mushtaq Enterprises (ME) engaged in ae ae the MN py YT 

E's mri and in account shows profit before taxation of Rs. 1.8m ed YI. A 


n. ; ich includes 
review of ME's records has revealed the following informatio alesman in cash whic 


id to cach s ; : 
(i) ME employs two salesmen, Rs. 46,000 per mar ae of customers at the business bob aight "7 
^ : . 6,000 per month incurred on « : rch institute in Chin 
(ii) ere eet include Rs, 150,000 which were paid to a resca 
ii ministrativ à "i 
purposc of developing a new product. The tax written down value of these patents at the 


-" : i ents was Rs. 65,000. ization charged to the 
"" este ty 125 0 these were sold for Rs. 524,000. Amortization charg 
eginning of the year was Rs. 430, 


are as follows: Atif Aslam 


Rupees 


800,000 1,200, 000 
Claimed bad debts in last tax return 


550,000 600,000 
Allowed by tax 1 year 700,000 400,000 
t 'ered during the year z : 1 s 
. a sales office in Dubai. In this respect, furniture costing Rs. 1 ee sn 
value (WDV) of Rs. 650,000 was shifted to Dubai office. The tax WDV of the furniture g 
the year was Rs. 610,000. "- . 
pene depreciation for the year is Rs. 580,450. However, no depreciation has been provided on the 
following fixed assets purchased on 1 March 20Y1: 


Rupees 
Furniture 400,000 
Used machinery imported from Germany 500,000 


Tax depreciation for the year, prior to the adjustments mentioned in (vi) above, amounted to 
Rs. 484,525. 


Advance tax paid u/s 147 was Rs. 200,000. 


The assessed business losses of tax year 20X5 brought forward in year 20Y] are Rs. 830,000. These 
include unabsorbed tax depreciation amounting to Rs. 705,000. 
ther transaction of M ushtaq 

June 20Y |, he sold 6,000 shares for Rs. 432,000 out of 15,000 shares whic 


A : h he received on 1 Ma 20X8, on 
death of his father, His father purchased those shares for Rs. 25 per share, " 


uired: 


er the provisions of Income Tax Ordinance, 2001 a 


ayable by or refundable io Minis nd rules made thereunder, compute taxable income and net 


aq for the year ended 30 June 20Y1. (16) 
(Q.1, March 2017) 
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Question-25 
Taqi Ahmed is working as Director Marketing with Zee Textiles Limited (ZTL) for the last twenty five years. 
Details of his monthly emoluments during the year ended 30 June 20X7 are as under: 


Rupees 
Basic salary 440,000 
Conveyance allowance 44,000 
Medical allowance 44,000 
[n addition to the above, Taqi Ahmed has provided the following information: 
(i) He and his family members are covered under the health insurance policy in accordance with the terms of 
employment. The amount of annual premium paid by ZTL was Rs.200,000. 
(ii) During the year, daily allowance of Rs.40,000 was received to meet the expenses for working on 


assignments at ZTL’s factories located in Lahore and Multan. 


(iii) On 31 July 20X7, the HR Committee approved a performance bonus for all employees for the year ended 
30 June 20X7. Taqi received Rs.1,200,000 as performance bonus on 15 August 20X7. 

(iv) On 31 March 20X7, in recognition of completion of twenty five years of his service with ZTL, the board of 
directors approved to waive the outstanding amount of loan taken by Taqi Ahmed; This loan of 
Rs.2,500,000 was taken on 1 January 20X5 and was repayable in fifty equal monthly instalments 


commencing from May 20X5, The prescribed benchmark rate is 10% per annum and employer also 
charged interest at 10%. 


(v) During the year, he received Rs.60,000 for attending board meetings of ZTL. No tax was withheld from 
this amount. 


(vi) Amount of tax withheld by ZTL from his salary amounted to Rs.2,000,000. 

Other information relevant to tax year 20X7 is as under: 

(i) Salary is transferred to the bank account on 10th of the following month. 

(ii) 10% annual increase was given to him effective Ist July in each of the last three years, 


(iii) Taqi has given his house on rent to his cousin at annual rent of Rs.1,500,000. The rent was inclusive of 
amenities and utilities of Rs.25,000 per month. However, annual rent for a similar house with same 
amenities and utilities, in the vicinity, is Rs.1,800,000. 


(iy 0131 August 20X6, he won a prize bond amounting to Rs. 110,000, 
(v) On 5 September 20X6, he was entitled to receive 5,000 interim bonus shares from Arian Limited (AL) a 


listed company. The market value of these shares on that date was Rs. 24 per share. 


(vi) He also received Rs.159,375 as cash dividend declared by AL. The share registrar correctly deducted 
withholding tax accordingly, 


Required: 


30 June 20x77. come, the taxable income and net tax payable by or refundable to Taqi Ahmed for the year ended 


(16) 
(Q.1, September 201 7) 


196-1 CamScanner 


Chapter 18: Numericals Income Tax — — — 


us consumer goods under the name and 


Question-26 f 
i vario 
n the manufacturing o! var! 7n the records of QE for the financial 


Mr. Qateel, a resident individual, is engaged i 
style Qateel Enterprises (QE). The following information has been extracted 


year ended 30 June 2023. 

Rupees 
Total turnover 28,500,000 
Cost of sales (26,1 55,000) 
Gross profit peer 
Operating expenses 4,500. 
Operating loss (2,155,000) 
Finance charges on lease of machinery (35,703) 
Other income 5,000,000 
Profit before tax 2,809,297 


Additional information: 
(i) Cost of sales includes: 

= Rs, 45,000 paid as fine for violation of contract with 
accounting depreciation of Rs. 2,498,940 (including 


(ii) Operating expenses include: 
e Rs. 450,000 paid for renewal of a licence for fifteen years. 


vehicle tax paid in cash amounting to Rs. 255,000 for eight office cars. 
Rs. 185,000 paid as security deposit to K-Electric (KE) for replacement o 


Rs. 300,000 collected by KE as advance tax through monthly electricity bills. i 
cash donation to poor families amounting to Rs. 64,600 and Zakat of Rs. 1,401,060 paid under Zakat & 


Ushr Ordinance. 

penalty of Rs. 25,000 imposed by the Commissioner Inland Revenue for late filing of annual return of 
income for the tax year 2022. 

entertainment expenditure of Rs. 128,000 incurred on arrival of foreign customers for business 


purposes. 
(iii) Other income includes: 
e dividend of Rs. 580,000 received from listed companies. The amount is net of income tax at the rate of 
15% and Zakat of Rs. 100,000 deducted under the Zakat and Usher Ordinance, 1980. 
e Capital gain of Rs. 1,200,000 from sale of shares of a private limited company. Shares were acquired 
on ! August 2016. 

(iv) On 30 June 2023, leased machinery was transferred to Qateel on maturity of lease. The leasing company 
was asked to adjust the amount of security deposit against the residual value of Rs. 100,000. The date of 
commencement of lease was | July 2018. 
ae pre 75 during the year amounted to Rs. 270,000. 

n the date of maturity, the accounting written down value and i 
" 55 and Rs. 800,000 respectively. Ln 
v uring the year, a warehouse was constructed for st 
4 or 
- 5 depreciation has been recorded on it. . ˙·˙ a ean 
vi ax depreciation for the ta i ideri : 
à ic 0000 x year 2023 without considering the effect of para (iv) and (v) above, amounted 
(vii) Advance income tax paid during the year amounted to Rs. 480,000 


a customer for delay in supply of goods. 
depreciation on leased assets). 


f transformer at the factory. 


Required: 
Under the provisions of the Income Tax Ordi 
: rdinance, 2001 and 
taxable income and net tax : and Rules made thereunde i 
Moin payable by or refundable to QE for the year ended 30 June DO E "n — 08) 


Ignore minimum tax under section 113 
* 
Show all the relevant exemptions, exclusions and disallowances 
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tlon-27 


ur Ghazi has been working as director production ín Delta Pakistan Limited (DPL) for last three years, He 
received following monthly emoluments from DPL during the year ended 30 June 20X2: 


650,000 
Medical allowance 


In addition to the above, the employer also provided fol lowing to Ahmer Ghazi: 


(i) Health insurance for him and his famil 
Rs.50,000. 

(ii) ^ Return air ticket for Dubai worth Rs, 180,000 for him and his family as a reward for achieving the production 
target. 

(iii) Loan of Rs. 5 million was given to him on 1 August 20X7 at 6% per annum. 

(iv) Withholding tax of Rs. 1,244,000 deducted from his salary was reimbursed to him. 


y members, The amount of annual premium paid by DPL was 


Other information relevant to the tax year 20X8 is as under: 


(i) Under an employee share scheme 10,000 shares of DPL were allotted to Ah 
According to the scheme, he was not allowed to sell/transfer the shares up to 31 December 20X6, On | April 


20X8. he sold 6,000 shares of DPL for Rs. 33 per share. The face value of each share is Rs. 10, Fair market 
values of each share on different dates were as follows: 


Rs. 20 per share on 1 January 20X6 
* Rs. 23 per share on | January 20X7 
» Rs. 29 per share on 30 June 20X8 


(ii) On 30 October 20X7 Ahmer Ghazi let out his apartment at a 
market rent of the apartment is Rs, 40,000 per month 


mer Ghazi on 1 January 20X6, 


. 


Required: 
Under the Provisions of the Income Tax Ordinance, 2001 and Rules made th owin 
3 ereunder, com the foll 
year ended 30 June 20X8: l 8 m 
(à ^ Total income 
10 
(b Taxable income i m 
2 Net tax payable or refundable l (05) 
ote: m Show all the relevant exemptions, exclusions and disallowances, 


(Q.1 September 2018) 
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Question-28 . y 4 
Saleem is a resident taxpayer and runs a fitness centre in DITA Karachi. He files his return of income regularly, 


Following information pertains to his business for the tax year 2026: 


i ine , 2,162,500. 
(i) ^ Accounting profit before tax amounted to Rs [ihe premises used for fitness centre amounting to 


(ii) Administrative expenses include annual rent o ng t 
Rs.1,560,000, Withholding tax of Rs. 144,000 was deducted from the rent payment but was not deposited in 
the government treasury. di 4 

iii TO ; i i d drop of employces of fitness centre was dispose of for 

(iii) A passenger transport vehicle used for pick an ped » P Me ois. No seco eR Rn won 


Rs.8,000,000. The vehicle was purchased for Rs. 8,500, i 
pea during the ycar 2026. Accounting gain of Rs. 400,000 has been recorded in the profit or loss 


account. i i 
(iv) On 1 July 2025, a car was acquired on finance lease. The 6 
and 30% for Saleem's personal use. i ded in th fi 
i iation of Rs. 600,000 and financial charges of Rs. 462,000 were recorded in the profit or 
aga ips boe ar amounted to Rs. 857,000. 


loss account. Lease rentals paid during the ye : 
During the year, Saleem recorded gain of Rs. 50,000 on disposal of shares. Details are asunder: 


(v) 
Purchased Gain/(loss) on 
Name of investee company On disposal (Rs.) 
Sun (Private) Limited [| 1Aug2025 (|  1$ep2020 | 500,000 
Moon Limited — a listed compan 15 Sep 2025 1 Jan 2023 (700,000 
Planet Limited - a listed compan 1 Feb 2026 1 Jan 2023 250,000 
po a „ 50,000 
Required: * 
Compute Salcem's taxable income under appropriate head of income and tax liability for the tax year 2026. (12) 
(Q.5 September 2018) 
Question-29 


Saeed, a citizen of Pakistan joined Haris Pharma Limited (HPL) as a General Manager on 01 Oct 20X8. He was 
offered following monthly salary and allowance in HPL: 


[Basic salary | 600,000 
66,000 


In addition to the above, he was also provided the following: 
(i) Bonus equal to two monthly basic salaries. However, bonus amount was adjusted in proportion to the duration 
. of his stay in the company. The bonus amount was paid to him on 5 July 20X9, 
(ii) Two company maintained cars. Both cars were purchased on 1 October 20X8. The car costing Rs. 3,500,000 
li im * 15 i purposes whereas the car costing Rs. 1,900,000 was used for personal purposes 
m) Free lunch from the restaurant owned by one of HPL's di i rovi 
jin dura de perus Ka tL. 0 y s directors. The fair market value of food provided to 
(iv) A special allowance óf Rs, 5,000 per month t ily i i 
eee p | fo meet expenses wholly and necessarily incurred in the 


(v) Provident fund contribution of Rs 
ns 60,000 per month. An equal amount per month was also contributed by 


Other information relevant to tax ycar 20X9 is as under: 


(i) During the year, he received dividends of Rs. 575,000 from a listed company. The amount et of 
. nt was n 


withholding income tax at the t 9 
Ordinance, 1980. rate of 15% and Zakat of Rs, 62,500 deducted under the Zakat and Usher 


(ii) Withholding tax deducted by HPL from Saeed's 
Required: 


(17) 


404 (Q.1 September 2019) 
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estion-30 : r 
During the tax year 2023, Amjad carried out the following transactions in respect of his properties: 


(i) on! July 2022, Amjad purchased a factory building in Sukkur along with the installed machinery at the price 
of Rs. 4 million and Rs. 6 million respecti 


vely. To manage the shortage of funds of Rs. 2,000,000, he borrowed 
the same on | July 2022 from his friend Shamshad through a crossed cheque. The loan carries interest at the 
rate of 18% per annum. 


On 1 January 2023, he let out this building along with the machinery to Basit at a monthly rent of Rs. 500,000 
yable in advance. 


(ii) On | July 2022, Amjad let out his residential property situated in DHA Karachi to Mirza Limited at a monthly 
rent of Rs. 300,000. Rent for the two years was received in advance on ] August 2022. 


(ii) On 1 July 2022, Amjad also entered into an agreement with Zeeshan for the sale of his plot situated in Quetta 
for Rs. 50 million. The plot had been purchased for Rs. 40 million in 2014. Under the terms of sale agreement, 
he received Rs. 5 million at the time of signing the agreement and the balance was to be received on 30 
September 2022. However, due to financial difficulties, Zeeshan failed to pay the balance amount on the due 
date and consequently, Amjad forfeited the advance in accordance with the terms of the agreement. 
On 10 April 2023, he finally sold the plot to Jamshed for Rs. 65 million. 


(iv) Following expenditures were incurred by Amjad in respect of his properties in Sukkur and Karachi: 


Property situated in 
Details of expenditures [. Sukkur | Karachi | 

Repair & maintenance — building 270,000 70,000 
50000 | Ss | 


50,000 10,000 : 
Insurance — building 150,000 20,000 
520,000 100,000 
Required: 
In view of the provisions of the Income Tax Ordinance, 2001 compute under appropriate head of income, taxable 
income of Amjad for the tax year 2023. (10) 
(Q.2 (b) September 2019) 
— 
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Question-31 . is 31 August 2022. 
For the purpose of this question, assume that the date today is gus Following is the extract of his prog, 


Shahid is engaged in the business of manufacturing and supplying of auto parts. 


or loss statement for the tax year 2022: 
Cost of goods sold 
Operating expenses — —  — — 


* E J 7 
Financial charges charges ERCON 
Profit before tax — | 


Additional information: : — HA 
i ts have been prepared on cash basis and stock-in-tra cost 
" ated Hoover Shahid VIRI io dinge the method of accounting from cash basis to accrual basis, In 


this respect, following information has been gathered: 


Stock-in-trade using prime cost method 

Stock-in-trade using absorption cost method 
(ii) Cost of goods sold includes: ] . 
' purchase of packing material of Rs. 2,200,000 from Nasir Traders. No withholding tax was 


deducted at the time of payment. : : 
. freight charges of Rs. 285,000. These were paid in cash for transporting goods from suppliers. 


(iii) Operating expenses include: 
, salary of Rs. 80,000 per month paid to Shahid's brother who handles administrative matters of the 


business. 
. expenditure of Rs. 950,000 incurred on the development of a product which is expected to 
generate revenue for five years. 
; M sni penalty of Rs. 465,000 for late filing of income tax return. 
(iv) ^ Financial charges include profit on debt of Rs. 450,000 earned on fixed deposit account maintained with a 
bank. The bank withheld income tax and Zakat amounting to Rs. 45,000 and Rs. 93,750 respectively. 
(v) Other income includes: 
. capital gain of Rs. 45,000 received, net of withholding tax of Rs. 6,750 on sale of 20,000 shares in 
Metal Limited (ML) in November 2021. ML is listed on PSX. On 1 January 2020, Shahid 
abe ps Serbia for Rs. 200,000 at initial public offering. 
$ nt ot Ks. 980,000 received fro i ind i i i i 
«x atthe tims of receipe, m an agriculture land in Badin. No withholding tax was deducted 
vi ax depreciation for the year amounts to Rs. 6 
(vii) Tax deducted at source by customers am its pci 
(viii) ^ The unabsorbed tax de reciation b mas to Rs. 875,000. 
Preciation brought forward from tax year 2021 amounts to Rs.568,000 


Required; 
Under the provisions of the Income T. i 
ax Ordinance, 2001 and 
QN 7 net “spahi by or refundable to Shahid for the mc Dus y euim sud wore Hp 
" Sex Fra Should commence with Profit before aaa W 
nt exempti 
1 eee, asma ons, exclusions and disallowances, 
(18) 
(Q.1 March 2020) 
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ion-32 
= : resident individual, is working as a full time professor at Knowledge Institute (KI) which is a non-profit 
education and research institution and is duly recognized by Higher Education Commission. KI is entirely owned 
and funded by Zinger Limited (ZL), a company listed on the Pakistan Stock Exchange. 
Details of his monthly remuneration during the year ended 30 June 2020 are given below: 


| Rupees | 


In addition to the above, he was also provided the following: 


' Health insurance for Sageer and his dependents as per the terms of employment. For this purpose, KI is 
paying annual insurance premium of Rs. 40,000, 
" Provident fund contribution of Rs, 15,000 per month to a recognized provident fund. An equal amount was 


also contributed by Sageer to the fund. 
Additional information 


(i) On | July 2019, Sageer was granted an option to acquire 10,000 shares in ZL at a price of Rs. 105 per share 
under an employee share scheme, Sageer bought the option on the same date by paying Rs. 175,000 to KI 
when the fair market value of the option was Rs. 200,000. He exercised the option on 30 September 2019 
when the fair market value was Rs. 130 per share. 
As per the scheme, he was not allowed to sell or transfer the shares before 31 December 2019. On 31 
December 2019, the fair market value of ZL’s shares was Rs. 142. On 30 May 2020, he sold 5,000 of these 
shares at Rs. 135 per share. i 

(i) On! July 2019, Sageer obtained an interest free loan of Rs. 1,500,000 from KI in exchange for which he 
agreed to waive the interest receivable on his provident fund balance maintained with KI. Interest provided 
on provident fund balance for the year was 8%. The prescribed benchmark rate is 10%. 

(ii) On 3] August 2019, he received leave encashment of Rs. 100,000 relating to previous year. 

(iv) During the year, tax of Rs. 160,000 was deducted at source by KI. 

Other information relevant to tax year 2020: : 


(i) On 15 January 2020, he sold a constructed property situated in Karachi for Rs. 15,000,000. He had 
purchased this constructed property in Dec 2018 for Rs. 19,000,000 out of which Rs. 5,000,000 was paid in 
cash. ` 

(ii) On 25 December 2019, he sold a residential plot situated in Faisalabad for Rs. 18,000,000. The plot was 

" inherited from his father in 2010. His father purchased it for Rs. 7,000,000 in 2010. 

iii 


In June 2020, Sageer independently developed learning courses for sale through a web based marketplace 
managed by a company situated outside Pakistan. On 25 June 2020, he received USD 4,260 into his dollar 


account from sale of these courses. Withholding income tax @ 8% was deducted from the receipt as per the 
Income tax laws of the foreign country. 


Relevant exchange rates were as follows: 


USD 1 = PKR 168 
USD 1 = PKR 169 


| 


Average exchange rate for June 2020 


(iv) 0812 - USD 1 = PKR 168.5 

bui. une 2020, Sageer paid Rs. 1,446,874 as Zakat under Zakat & Ushr Ordinance. 

Under the provisi ira 

and net 15 en Ie Ordinance, 2001 and Rules made thereunder, compute the taxable income 

exclusions and 3 able io Sageer for the year ended 30 June 2020. Show all relevant NT 

19) 
(Q.1 Sep. 2020) 
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Question-33 -33 | * - * * 2 * 
Tm p-- is a resident filer and has provided following kc He pertaining i T a : 
i bungalow situated in Multan which was given on d rental 
(i) ticis a es years which expired on 31 March 2020. Details of payments received as per the 


rent agreement are given below. 


Rent Rs. 175,000 per month 


Security guards' salaries Rs. 50,000 per month 
Non-adjustable security deposit Rs. 2,500,000 
On expiry of the rental agreement, Farheen refunded the security deposit to Abbas and rented out 


ditions. 
bungalow to a new tenant Zafar on the same terms and con 
uibs Rs. 40,000 per month to a security services company which provides security guards 


at the bungalow. : 
ii identi i chi. On | March 2020, she decided to sell the plot to Mehreen 
a cad Vga estin uiid pipe of Rs. 176,000. On [ June 2020, she forfeited the deposit 
lof? een to purchase the plot. 
(iii) Lx pg neis eoe fa had e a furnished office on monthly rent of Rs. 5,000 for her 
own use and had paid a non-refundable amount of Rs. 2,000,000 to the previous tenant for 
vacating the office. During the year, she received an offer of Rs. 2,400,000 from Shehroz to vacate 
this office which she accepted and received the amount on 1 March 2020. 
(iv) On 1 October 2019, she inherited a factory with plant and machinery from her father and let it out 
on 1 December 2019 at a monthly rent of Rs. 500,000. 
(v) On 15 November 2019, she received income tax refund of Rs. 180,000 related to tax year 2017. 
This amount included Rs. 30,000 being additional payment on delayed refund. 
Required: Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute the total 
income of Farheen under appropriate heads of income for the tax year 2020. (07) 


(b) Ahmed has completed his MBA from a university in USA. He had been living there since August 2013 for 
his education and came to Pakistan only once in 2017 i.e. from 10 March 2017 to 30 September 2017 and 
then went back to USA to complete his MBA. Along with his studies, he was also doing a part time job at a 
restaurant in USA till November 2019. He returned to Pakistan on | December 2019 and commenced a 
trading business from ! January 2020. 
Below is the computation for taxable income/loss for the tax year 2020: 


Pakistan Foreign 
source source Total 
income income 


840,000 


Income from Salary 
Salary from restaurant in USA 
Income from business 


840,000 


Revenue 
Less: Deductions 4,000,000 4,000,000 
Cost of goods sold (2,200,000 
i : 000) 
Selling and administrar 200,000) (2,200, 
Datis ministrative expenses [Note A] (2,820,000) (2,820,000) 


[Note B] 


Taxable income/(loss 1,620,000 


Note À: Selling and administrative expenses include the following: be m 


i i $ 

(i) ce of Rs, 840,000 paid to two employees equally in cash. Withholding income tax 

(ii) Rs 500 po as required under Income Tax Ordinance, 2001. 
eal , in respect of the feasibility Study which was conducted before 
Note B: Donation of Rs. 600.000 Se business, 

x — , Was aid H . b " 
Required: Und P. on. profit organization in USA (o a charitable hospital in Pakistan and Rs. 250,000 was paid to 
ulred: Under t isi 4 
above tax computation for tax ne M Income Tax Ordinance, 2001 and Rule 

< or tax year 2020, Give suggestion(s) wh Rules made thereunder, comment on the 
ote: Revised computation is not required. rever required, (08) 


(Q.4 Sep. 2020) 
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tion-34 — 
Muhammad Asghar owns an industrial undertaking under the name and style of Asghar & Company (AC) which is 
u 


ged in the business of manufacturing pharmaceutical p oducts. Following information is available for the year 
44 31 December 20X1 


19,765 
3,560 


ditional information: 
^ Cost of goods sold includes: 
LJ 


Raw materials of Rs. 7,800,000. No withholding tax was deducted at the time of payment. 


B Accounting depreciation of Rs. 2,100,000 on plant and machinery. 
E Provision for slow moving inventory of Rs. 1,800,000. 
(ii) ^ Administrative and distribution expenses include: 
. Rs. 676,500 paid to a local hotel for holding annual Eid-Milan party for the employees and their 
families. 
è Rs. 1,235,000 paid as penalty to a customer in settlement of his claim for damages under a 


contract for the supply of a batch of vaccines. Laboratory tests and in-house investigations 
revealed that the level of impurities in the vaccines exceeded the acceptable level as agreed in the 
contract. 
L Rs. 2,300,000 paid as donation to a hospital established by the local government. 
(ii) ^ Marketing expenses include a reward of Rs. 500,000. The reward was paid in cash to one of the salesmen 
for exceeding his sales target. 
(iv) Other income includes: 


. Dividend of Rs. 174,000. This amount was received from a listed company after deduction of 
income tax at the rate of 1596 and Zakat of Rs. 30,000 deducted under the Zakat and Usher 
Ordinance, 1980. 

° Gain of Rs. 660,000 on sale of shares in Akash (Pvt) Limited (APL) in November 20X1. 60% of 


the shares in APL are owned by the Federal Government. AC purchased these shares in June 
20X0. 


Other information: 
(i) À second hand 


oe deducted at Import stage. The plant was installed in the month of September 20X1. AC incurred Rs. 
) i i i i ive and distribution expenses. 
cement expenditures of Rs. 3,400,000 were charged to accounting profit and loss for the year 
; ecember 20X0. However, for tax purposes, it has to be amortized over the period of five years, 
(iv) es icis other than imported plant amounted to Rs. 1,900,000. 
me tax deducted by the customers u/s 153 and advance income tax paid i 

n paid w/s 147 during the year 

ioni 5 to Rs, 1,400,000 and Rs. 200,000 respectively. i 
nder isi 

— of the Income Tax Ordinance, 2001 and Rules made thereunder, 
Note: net income tax payable by or refundable to AC for the tax year 20X2. 


Y 
me computation should commence with profit before tax figure of Rs. 2,468K. 
2 minimum tax under sectlon 113. 


ow all relevant exemptions, exclusions and disallowances. 


(ii) Pre-commenc 
8 ended 31 Dec 
(iii) 


compute total income, taxable 


(19) 
(Q.3 March 2021) 
————ů—5ð- 2 
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. Question-35 
Abbas, a resident individual, is engaged in the business of manufacturing various pions! goods m the name 
and style of ‘Kamyab Enterprises (KE)’. Following information has been extracted from KE's records for the year 


ended 30 June 2025: [Rupees 
a —I Aur 


Additional information: 
Cost of sales includes: r 
(i) accounting depreciation of Rs. 1,400,000. The tax written down values of KE's fixed assets on 1 July 2024 


were: 

ea O 070 m 

Plant and machine 6,860,000 

Computers and related products - $800,000 
3,000,000 


Motor vehicles (8096 for business purposes 


A new computer was purchased on I April 2025 for Rs. 150,000. 
Motor vehicle which was purchased on 15 June 2023 at the cost of Rs. 1,000,000 was sold for Rs. 750,000 


on 31 May 2025. Carrying value of this motor vehicle was equal to sale proceeds. 
(ii) an amount of Rs. 40,000 paid to factory supervisor on 23 March 2025 as advance salary for the month of 
April. Since he was in urgent need of the amount and the banks were closed on 23 March 2025 due to the 


Pakistan Day, he was paid in cash. 


Administrative and selling expenses include: 
(i) expenditure on ‘In-house scientific research’ related to KE’s business. It includes salaries of Rs. 880,000 


paid to scientists, material of Rs. 230,000 used in the research and Rs, 700,000 paid to a company in China 
for supporting KE's scientists in the research work. This expenditure was not recorded as intangible asset 
an as it could not provide an advantage for a period of more than one year. 

ii an expense of Rs. 650,000 paid as an instalment towards the purchase pri i i 

i , price of an industrial plot. 
iii ch i i 

(iii) e of goats worth Rs. 225,000 for sacrifice on Eid-ul-Azha. The payment was made through cross 
(iv) — Da el cron g approved non-profit organisations. 40% of this amount was donated to 

e che i i 

Bitir eroa OR. ule of the Income Tax Ordinance, 2001. All donations were made 


Other income includes: 
; ; : 
(i) an amount of Rs. 720,000 received from income tax department on account of tax refund related to tax year 


(ii) capital pains of 
avin ge oer bet ee 5 qu 250,000 on sale of investments in shares of Manzil Limited, a public 
imited, a public listed company respectively on 20 June 2025 Both 


Required: 


Under the pro isions of the In I ules made thereunder compute tota ncome taxab e 
: vis come ax Ordinance 200 

, I and R l 
income and net income tax payable by or refundable to Abbas for the tax year 2025 i i ' ! 


Note: 
(Q.4 September 2021) 


H Your computation sh 
ould commence wi 
à Np e with 
] Ignore minimum tax under section 113 MEME d 1 
Show all relevant exemptions i | 


din 
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Nauman has been working as manager finance in Dua Limited (DL), public listed company, for many years. He 
received following monthly emoluments from DL during the year ended 30 June 2021: 


20,000 
60,000 


In addition to the above, the employer also provided him the following benefits: 

(i) Company maintained car for both official and personal use. The car was purchased on | July 2016 at the 
cost of Rs. 1,400,000. As per company policy Nauman purchased this car at its book value of Rs. 450,000 
on completion of five years i.e. 30 June 2021. Fair market value of this car on the date of sale to Nauman 
was Rs. 1,000,000. 


(ii) Provident fund contribution of Rs. 18,000 per month to a recognized provident fund. An equal amount was 


also contributed by Nauman to the fund. Interest income of Rs. 540,000 at the rate of 18% of accumulated 
balance of the fund was credited to Nauman's account. 


(iii) ^ On 1 July 2020, he was paid education allowance of Rs. 300,000. 

(iv) On 2 July 2020, he was paid relocation allowance of Rs. 40,000. 

(v) HR Committee approved a performance bonus for the year ended 30 June 2021 for all employees. Nauman 
received Rs. 400,000 as performance bonus on 15 July 2021. 

(vi) On ! April 2021, Nauman obtained a loan of Rs. 5,000,000 @ 6% per annum from DL to purchase a new 


house for his own use. First instalment of the loan was paid on 30 June 2021. He incurred legal expenses of 
Rs. 20,000 for obtaining the loan. 


Other information relevant to tax year 2021: 

(i) During the year, Nauman received interest income of Rs. 510,000 on his investment in defence savings 
certificates. The amount was net of withholding income tax at the rate of 15%. 

(ii) Zakat of Rs. 200,000 was paid under the Zakat and Usher Ordinance, 1980. 

(ii) On 1 October 2020, Nauman received advance rent of Rs. 1,200,000 for 12 months for renting, office 


premises. This amount includes Rs. 400,000 for utilities, cleaning and security. During the tax year 2021, 
Nauman incurred following expenditures in relation to the premises: 


50,000 
Administration and collection charges of rent 30,000 
250,000 


2001 and Rules made thereunder, compute total income and 
Show all relevant exemptions, exclusions and disallowances. (13) 


(Q.1 September 2021) 


Required: 
Under the 


Provisions of the | 
taxable in ncome Tax Ordinance, 


come of Nauman for the tax year 2021. 
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Question-37 


For the purpose of this question, assume that the date today is 31 August 2022. 


Basit, a 


Senior manager at Master Limited (ML), resigned on 31 January 2022 after completion of three and a half 


year of service, During the tax year 2022, he received the following emoluments from ML: 


(i) 
(ii) 


(iii) 
Additio 
(i) 


(ii) 


(iii) 


(iv) 


Salary of Rs. 610,000 per month. : ^ 

Allowance of Rs 60,000 per month for services of domestic servant. Out of which, he paid Rs. 36,000 per 
month in respect of these services, : , 

Allowance equal to 596 of salary solely expended in the performance of his duties of employment. 


nal information: 


On I July 2021, he leased a car having fair market value of Rs. 4,800,000 at a monthly rental of Rs. 
120,000. He pays lease rentals from his own sources but has used this vehicle for both official and personal 
urposes, 

En July 2021, 13000 shares of ML were allotted to Basit under an employee share scheme, against the 

payment of Rs. 30 per share. According to the scheme, he was not allowed to sell / transfer the Shares upto 

31 December 2021. On 31 May 2022, he sold 5000 shares of ML at its fair market value (FMV). FMV of 

each share on different dates are as follows: 


Rs. 80 
On Is February 2022, he received the following payments from ML, as final settlement: 
° Rs. 320,000 on account of leave encashment. 
° Rs. 2,200,000 under gratuity scheme approved by the Board. 
° Rs. 700,000 salary arrears related to tax year 2021. 


Withholding tax deducted by ML from Basit's salary during the tax year 2022 amounted to Rs. 1,400,000. 


Other information: 


(i) On 31 January 2022, he received gold worth Rs. 200,000 as a gift from his old friend, 

(ii) On 1 April 2022, he left for United Kingdom and joined Oliver Limited (OL) as an employee at a monthly 
salary of GBP 3,200. He remained abroad till end of the tax year 2022. No withholding tax was deducted 
by OL from his salary. 

(iii) While residing in UK Basit served as a visiting faculty member at a University. He earned GBP 1,500 
from the university and incurred an expenditure of GBP 500 for providing services at the university 
Withholding tax deducted by the university amounted to GBP 225, 

en Average exchange rate during 1 April 2022 to 30 June 2022 was GBP Rs. 250. 

equired: EE. 


Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder: 


(a) 
(b) 
(c) 


compute the tota] income. taxable income and net lax payable by or refundable to Basit for the tax year 
2022. (Show all relevant exemptions, exclusions and disallowances and ignore notional expense) — (16) 
what other option is available to Basit for the taxation of salary arrears of Rs. 700,000 received from ML as 


part of final settlement (Revised computation is not required) (01) 
identify the additional Statement that Basit needs to file in respect of his foreign source income. Also 
briefly discuss the Particulars to be mentioned ii, ' a additional statement, (02 


) 
(Q.1 March 2022) 


i91 CamScanner 


Chapter 18: Numericals Income Tax 


Question-38 ' 
For the purpose of this question, assume that the date today is 31 August 2022, 
Aakash Kumar owns an industrial undertakin 
in the business of manufacturing fast movin 
records for the year ended 30 June 2022: 
(i) Loss before tax for the year was Rs. 87 million, 
(ii) Operating expenses include: 
a penalty of Rs. 2 million for late delivery of goods to a customer, 


e commission of Rs. 2.5 million which was paid to a distributor, Liaquat Bashir, on sale of PJC's 


products of Rs. 50 million. These products are covered in the Third Schedule of the Sales Tax Act, 
1990. Name of Liaquat Bashir i 


s not appearing in the active taxpayers’ list under the Income Tax 
Ordinance, 2001. 


* freight charges of Rs. 1.2 million which were paid in cash to a freight forwarding company in Karachi. 
e accounting depreciation of Rs. 40 million. 
(iii) ^ Other income includes: 
an insurance claim of Rs. 6 millio 
2021 in respect of a vehicle which 


ere Rs. 10 million and Rs. 8 million respectively. This vehicle was 
purchased on | October 2019. 


* amounts recovered during the year from two debtors i.e. Shameem and Faheem. These amounts had 
been written off in the last year. Details are as follows: 


Bad debts claimed in the last tax return 


-Bad debts claimed in the Tast tax retum | — 192 | — 288 — — 
Bad debts allowed by tax authorities last yez 


Amounts recovered durin g the year 


(v) Rs. 14 million and Rs. 17 million in respect of purchases made on 18 


P. 
March 2018 and 1 August 2018 respectively, These purchases were allowed as admissible deductions while 
computing income from business in their relevant tax years. 


(v) During the year, outstanding financial charges of Rs, 2.8 million were waived by the bank on rescheduling 
; the loan. These charges were claimed as admissible deduction in the tax year 2020. 
(vi) Tax depreciation for the year on all fixed assets, other than factory building and plant which were leased 
out to Kamran, amounted to Rs. 48 million. 
* inſormation: 
1 


On 15 August 2021, Aakash entered into a derivative contract for the purchase of gold. The contract was to 
be expired on 15 November 2021. Aakash sold the contract before the settlement date and earned a net gain 
of Rs. 23 million on the contract. 


On 30 June 2022, Aakash earned capital gains of: 


" Rs. 20 million on sale of his plot which was purchased on 1 June 2019. 
iii V. 3.6 million on sale of shares in a private company. These were acquired on 1 June 2021. 
(iii) During the year, Aakash received his share of profit from an AOP of Rs. 70 million. 


(ii) 


Required; 
rer the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute total income, taxable 
neome and net income tax payable by or refundable to Aakash for the tax year 2022, (18) 
(Q.3 March 2022) 
Note, Ignore minimum tax under section 113. 
" Show all relevant exemptions, exclusions and disallowances, 
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Question-39 . 
Azaadi & Co. (AC) is an association of persons engaged in the business of — disposable products, 
Following information has been extracted from AC's records for the year ended 30 June 2022: 


Rs. in million 
Sales 380 
Less Sales tax (45) 
Less: Trade discount 15 
Net sales 320 
Less: Cost of sales (240) 
Gross profit 80 
Less: Operating expenses 46 
Loss before tax (66) 


| — A Additional information: 


Cost of sales includes: . . "T 
= = 2 . payment of Rs. 12 million (including sales tax of Rs. 2 million) to Hashim Limited (HL) for the 
purchase of a new machine for making plastic container in exchange of an old machine having a 
book value and a fair market value of Rs. 5 million and Rs 4 million respectively on exchange 


date. The transaction was carried out on I July 2021. 
Old machine was purchased on 1 January 2020. Disposal of old machine and depreciation of new 
machine were not recorded in AC's books of accounts. Tax WDV of old machine was the same as 
accounting WDV on the disposal date. 
purchase of raw materials of Rs. 40 million against which no withholding tax was deducted at the 
time of payment. During the year, AC purchased total raw material of Rs. 120 million. 

e closing inventory of damaged finished goods of Rs 18 million. Due to heavy rain, these goods 

were damaged and it is expected to fetch Rs. 12 million only. 

(ii) Operating expenses include: 

+ salary of Rs. 0.275 million paid to office boy in cash. He was paid a monthly salary of Rs. 25,000 


for eleven months. 
. warehouse rent of Rs. 1.6 million paid through credit card linked to notified business bank 
account. 
. bad debt of Rs. 2.8 million written off against receivable from a customer on his insolvency. 
. n d Rs. 3.2 million paid to one of the members of AC, by crediting the amount to his 
account. 


. scholarship of Rs. 4.5 million paid to Sara, one of AC’ i ies i 
z s 
accordance with the terms of the employment, NUT Eb, fo 8 
. 2110 
e were ue bar " pus for the purchase of a specialized software for AC's manufacturing 
software is avaliable . aoe are it lg Ds vod Br five PM SUN T 
this software from 1 July 2022. "ft of purchase, AC's members have decided to implement 


: s : 
depreciation and financial charges of Rs. 2.1 million and Rs. 1.5 million respectively in respect of 


On ! July 2021, AC i : 
the tals of N J lease agreement with a bank for a car of Rs.10.5 million against 


arship received by Sara in her return of income for tax year 
Note: Show all relevant (02) 
tions, 
exemptions, exclusions and disallowances. (Q-1 September 2022) 
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Question-40 


Nasir has been working as head of finance in Asaaish (Private) Limited (APL). He received following monthly 
emoluments from APL during the year ended 30 June 2022: 


Rupees 
Basic salary 800,000 
Medical allowance 100,000 
Cost of living allowance 200,000 


In addition to the above, APL also provided him the following benefits: 

(i) Residential house owned by APL for no rent. The fair market value of the rent was Rs.300,000 per month. 

(ii) Company maintained car. The car was acquired on lease by APL on 1 July 2020 at an annual rental of Rs. 
1,100,000. The fair market value of the car as on 1 July 2020 and 30 June 2022 were Rs. 4,000,000 and Rs. 
6,000,000 respectively. 70% of the car is used for office purpose while 30% is used for personal purposes. 

(iii) 230 liter of fuel every month. The average petrol price during the year was Rs. 180 per liter. 

(iv) ^ Reimbursement of car maintenance expenses upto Rs. 20,000 per month. During the year, APL reimbursed 
Rs. 150,000 to him in this respect. 

(v) Health insurance for Nasir and his dependents as per the terms of employment. For this purpose, APL is 
paying annual insurance premium of Rs. 100,000. The insurance company incurred expenses of Rs. 
500,000 on hospitalization of his dependents. 

(vi) Ad-hoc relief allowance equal to one month’s basic salary keeping in view the increase in inflation. 

Nasir incurred a monthly expenditure of Rs. 20,000 from July 2021 to November 2021 while working from home 

under the COVID guidelines issued by APL’s management. 


Withholding tax deducted by APL from his salary during the tax year 2022 amounted to Rs. 4,500,000. 
Other information: 


(i) During the year, he got married and received Rs. 1,000,000 in cash as gifts from various relatives and 
friends including Rs. 400,000 from his parents. In addition his parents gifted him a car worth Rs. 
5,000,000, 

(ii) During the year, he paid a cash donation of Rs. 480,000 to a non-profit organization listed in the Thirteenth 
Schedule. 


(i) During the year, Nasir contributed 
System Rules, 2005 
Required: 


Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder compute the total income 
taxable income and net tax 


payable by or refundable to Nasir for the tax 2022. 
exclusions and disallo wances) pen een * 
(Q.2 September 2022) 


Rs. 4,700,000 to an approved pension fund under the Voluntary Pension 
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Questlon-41 assets. Relevant details of these 


(a) 


` Nargis is a resident filer. During the tax year 2022, she disposed of various 


assets are as follows: 
[m m- 
Date of Cost of Date of 


Cash Fair 
consideration | market purchase purchase 


value 


— inl 
T 01-Jun-20 
Investment in shares of a public 1 01-Apr-22 ELE 
unlisted company $ — 
Investment in shares of a listed BERE 01-Jul-21 Bid 30-Jun-13 
company 


Personal car —  — | 390 | $9 | [. 38 [omi 

Bia — — ——[ EF K — 13 — | Temi 

Tewes O ] 89  ]| 76 | 30-Jun-22 

Note 1: She received the jewelry as a gift from her mother in law at the time of her marriage when its fair 
market value was Rs, 4.8 million and cost was Rs. 3.2 million in hands of her mother in law. 

Required: 

Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder: 

(i) compute the amount to be chargeable to tax under the head of capital gain. Also state the reason 


disposal 


for ignoring gain / loss, if any. (06) 

(ii) compute the tax liability of Nargis in respect of the capital gain computed in (i) above assuming 
that she has no other source of income. (02) 

(b) Shahid is a resident and has provided following information pertaining to tax year 2022: 

(i) On 16 June 2018, he inherited a bungalow having a fair market value of Rs. 50 million from his 
father on his death. The cost to father was Rs. 40 million. On 1 January 2022, he decided to sell 
the bungalow to Zamin for Rs. 60 million and received a deposit of Rs. 6 million. On 14 February 
2022, he forfeited the deposit on refusal of Zamin to purchase the bungalow in accordance with 
the terms of the contract. 

On 31 March 2022, he sold and transferred the bungalow to Kazim for Rs. 54 million. 

(ii) He owns a factory building at Faisalabad. On 1 July 2021, he let out this factory building along 
with the plant and machinery at a monthly rent of Rs. 1 million. During the year, he incurred 

di nim of Rs. 3.5 million on the repair and maintenance of the factory 

i eo i i j 
DAS 2 V arii in Punjab. On 1 January 2022, he rented out the agriculture land at an 

Required: million. The fair market value of the annual rent was Rs. 5 million. 

Under the provision of the Income Tax Ordi 
inance, 2 
taxable income of Shahid under appropriate heads d a een € 5 
liability for the tax year 2022. ome for the tax year 2022. Also compute his tax 
(07) 
(Q-3 September 2022) 
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